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THE TREND OF PRICES 
By Attyn A. Younc 
Harvard University 


It would be unprofitable for me to attempt to make this paper a 
summary of the statistics that bear upon the problem of the course 
of prices in the immediate future. Such statistics are now marshalled, 
organized, and interpreted by groups of investigators engaged in fore- 
casting general economic conditions. I could at best turn over only 
a few spadefuls in the field they cultivate diligently. I shall do better, 
I have concluded, to limit myself to a review of some of the more 
important elements of the problems. 

There is difference of opinion. Business men outside of a few favor- 
ed industries seem to feel that on the whole the year 1922 has been 
disappointing. They are looking forward to 1923 with uncertainty, 
not unmixed with pessimism. On the other hand, I infer that students 
of the business cycle see nothing abnormal and no large measure of 
uncertainty in the present situation. Following upon the collapse of 
1920, liquidation and recovery seem to have taken their normal course. 
During the last few months there have been some small but apparently 
trustworthy signs of the beginnings of another period of credit expan- 
sion, and there appear to be no immediate obstacles large enough to 
check it. 

With respect to this issue I think we must accept as probably trust- 
worthy the forecasts founded upon the analysis of the business cycle. 
Exact quantitative studies of the phenomena of the business cycle are, 
I think we shall agree, the most important contributions American 
scholars have made in recent years to the science of economics. Most 
of our working knowledge of the future is reducible to expectations 
that events will follow one upon another in sequences such as we have 
already experienced. Not certainty, of course, but a distinctly high 
degree of probability characterizes the inferences drawn from the 
empirical laws of the business cycle. 

There are some few dissenters who emphasize the undoubted fact that 
it was no ordinary business cycle that came to an end in 1920; and 
who argue that in proportion as inflation and the rise of prices were 
on a magnificent scale, so the period of deflation and of falling prices 
will be prolonged. A few even hold that prices must return to the 
pre-war level before they again increase noticeably. 

This matter of a possible return to pre-war prices deserves some 
passing attention. So far as the immediate future is concerned, such 
a return is not only undesirable but impossible. The rapid rise of 
prices was attended with economic injustice, unevenly distributed. 
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The Trend of Prices 


economic progress is probable?—such an increase as would of itself 
accomplish a substantial part of the work of deflation? Is not the 
outlook with respect to the increase of foods, raw materials, and sources 
of mechanical energy rather such as to lead us to contemplate the 
day when diminishing returns will cease to appear apologetically in our 
textbooks as a mere tendency, once of some local importance in the 
England of Ricardo, but since submerged by larger forces? No one 
could hold that the physical product is not to continue to increase, 
but is it not likely that its increase will be at a diminishing rate? And 
is not this probability—or possibility if you will—enough in itself to 
suggest that we should be slow to assume a parallel between the next 
thirty years and the periods that followed the Napoleonic and Civil 
wars? 

The future of the gold supply, of course, ought to enter into our 
calculations. The uncertain factors, however, so greatly outweigh the 
discoverable ones, that the best that could be offered would be mere 
conjecture. Furthermore, except for times of extraordinary changes 
in output, like those at the middle and the end of the last century, the 
gold supply has more the nature of a dependent than of an independent 
variable. There may be a new California or a new Rand. Failing 
that—and the world’s mineral resources have been so thoroughly map- 
ped that we know the chances are against it—it seems improbable that 
the world’s annual gold output will return to its pre-war level so long 
as prices remain as high as they now are. 

The pre-war production of gold was supporting an increasing price 
level. The present annual output of $350,000,000 would support a 
stationary price level, but hardly one so high as we have now. The 
diminished output of gold, therefore, is likely to exert a downward pull 
on prices. Offsetting in some measure this downward pull, there will 
undoubtedly be increased economies in the monetary uses of gold. A 
given amount of gold will support a larger measure of purchasing 
power than it did before the war. A quantitative estimate of these 
opposed tendencies must be a matter of impressions rather than 
of exact analysis. My own impression—and it is no more than that— 
is that, even with a declining rate of increase of physical production, 
something like equilibrium between the output of goods and the output 
of gold will ultimately be reached only at a distinctly lower price level 
than is in immediate prospect. 

All this has very little to do with prices in the year 1923, except 
so far as it eliminates some questions and thus narrows the field of 
discussion. Our immediate interest is with a short period of time— 
the field of the business cycle. But the business cycle is a fluctuation 
within or around a long-time trend. We have made some progress in 
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According to the compilations of the Commercial and Financial 
Chronicle, over a billion dollars’ worth of corporation securities were 
issued in the second quarter of 1922—equalling the amount issued in 
the last half of 1921. Bond prices reached their peak in September, 
about a month after interest rates had turned upward. Bond issues 
have since declined, and relatively to stocks, which reflect profits rather 
than interest rates, they are tikely to decline further. 

The revival of the building and construction industries is thus con- 
nected, in a quasi-mechanical way, with the condition of the money 
market. And of course there are some marginal business operations 
which will be undertaken when interest rates are low that distinctly 
higher rates might prohibit. But, for the most part, once business 
revival is under way, it may well be that the money market plays a 
passive role, until such time as declining profits encounter a rising 
rate of interest, and expansion comes to an end. 

The forces at work within a period of business expansion, it is the 
general opinion of competent students, are partly of a mechanical 
and partly of a psychological order. Expansion is a bull movement 
in business, reproducing on a larger scale many of the features of a 
bull movement on the stock exchange. Its dominant feature is the 
optimistic discounting of income from future sales. For a while opti- 
mistic expectations justify them-elves. Money paid out in the ex- 
penses of production comes back in the form of consumers’ demand 
for goods. And in a period of rising prices, consumers, it is to be 
observed, go into the bull side of the market on their own account. 
Larger sales to them at higher prices demand and seem to justify 
larger advance of bank credit. Again sales increase as consumers’ 
incomes increase, and so the process of expansion continues in a 
cumulative way until something brings it to an end. 

Now our present interest, so far as the year 1923 is concerned, is in 
what brings a period of expansion to an end. If there are no limits 
except those set by bank reserves we may well view the prospect with 
dismay, and ask ourselves just how far prices would rise before our 
present reserve ratio of approximately twice the normal legal limit 
would be cut in half. 

Such an outcome would be consistent with the views of those who 
interpret the business cycle wholly in terms of the money market. Pros- 
perity comes to an end, they hold, because, and merely because, bank 
reserves reach their end. The growth of deposits diminishes the reserve 
ratio; money is drained from reserves into hand-to-hand circulation 
as wages and retail prices increase; finally the higher level of prices 
leads to an unfavorable balance of trade, foreign exchange rates rise, 
gold is exported, and the banks are forced to contract credit and thus 
precipitate a crisis. 
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penses of production, viewed from another angle, are money incomes, 
and must in turn be expended for consumers’ or producers’ goods. 
Demand for goods in general must grow as fast or nearly as fast as 
business outlays grow. Why, then, should expansion stop, unless the 
supply of credit gives out? 

The explanation must be found, not in a difference between aggre- 
gate demand and aggregate supply, but in maladjustments of demand 
and supply. As prices increase the distribution as well as the amount 
of money incomes changes, and hence the incidence of the demand for 
different types of consumption and production on goods changes. With- 
out a careful statistical study of the problem it would be hazardous to 
generalize respecting the precise way in which rising prices shift de- 
mand. Fuller employment tends to make labor’s relative share larger, 
while the lag of wages behind prices tends to reduce it. How much 
farmers can buy depends in part upon the crops and in part upon 
world demand. It is clear, however, that in a period of rising prices 
the demand for luxuries must increase faster than the demand for 
necessaries. It is also clear that prosperous industries not only attract 
larger investments, but, just because they are prosperous, have larger 
funds at their own command. Business surpluses grow faster than the 
general fund of disposable savings. 

These few examples must suffice. Overproduction and undercon- 
sumption theories miss the point. A period of rising prices is attended 
with both overproduction and underproduction, with underconsumption 
and overconsumption. ‘The expansion of production does not and can 
not shift its direction fast enough to keep pace with the changing distri- 
bution of demand. In fact it advances under its own momentum in 
such a way as to increase its unfitness to meet the shifting of buyers’ 
demands. In this way strains accumulate in the industrial system 
which of themselves would bring about its collapse, whether in the 
course of an ordinary business cycle or in a period of paper money 
inflation. 

With surplus bank reserves as small as they were in the United 
States before the war, and as likely to be absorbed early in the period 
of recovery by an increase of investment purchases by the banks and by 
loans on stock-exchange collateral, the supply of credit was undoubt- 
edly an important limiting factor. But the experience of other coun- 
tries, and notably of France, shows that it is possible for central 
banks to maintain large surplus reserves without making use of dras- 
tic changes of discount rates. It is important to note, however, that 
these large reserves could hardly have been preserved if the banks 
holding them had yielded to the pressure of inflationists and had 
reduced rates in order to delay or ward off a period of business de- 
pression. Doubtless under American conditions variations of reserves 
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market during the present year give the impression that an unusual 
proportion of them have been issued to fund floating debt or to provide 
working capital. Business houses, it might be inferred, are not on the 


whole in so sound a condition as in corresponding stages of earlier 


cycles. 


Even if this is true—and I suspect the contrast with earlier periods 
may be overdrawn—I can not see that it has much bearing upon the 
immediate course of prices. And at any rate there are compensating 
factors. Thanks in part to the effects of federal taxation upon busi- 


) ness policies, the net amount by which business establishments are over- 


capitalized is probably now unsually small. 

The cost of living in 1923 seems hardly to offer a separate problem. 
The effect of a probable upward trend in food prices may possibly be 
offset in part by a decline in the cost of fuel and light. Building costs 
have increased substantially in recent months and are more likely to 
increase further than to decline, but there is no indication as yet that 
there will be marked increases of rents. In general, there seems to 
be no reason to expect any departure from the well-nigh universal rule 
that the cost of living follows the movement of wholesale prices, al- 
though with a distinct lag and with less violent fluctuations. 

The European situation is a highly uncertain variable. If Europe 
should merely continue on the way of slow but real improvement under 
the surface of political and financial turmoil, the course of prices in this 
country would hardly be affected ; for our present price structure may 
be said to be adjusted to the present European situation. 

The collapse of the paper currency of Germany or of any other 
important country of western Europe, accompanied by a writing down 
of its internal debts, would, after the immediate reaction had passed, 
increase Europe’s ability to borrow from us. The placing of any 
large European loans in this country would lead to increased exports 
and would make prices in this country correspondingly higher and our 
reserve ratios correspondingly lower. This possibility, however, appears 
to be contingent upon the willingness of the reparation claimants to 
waive the first liens they now hold on Germany’s power to pay. 

Thus far I have assumed a purely passive attitude on the part of 
the federal reserve banks. I believe that slight advances in rediscount 
rates, largely by reason of their psychological effect, would retard the 
expansion of business and diminish the rise of prices. More drastic 
steps would be less likely to hold things where they are now than to 
force a reaction in prices. If prices are permitted to take their 
normal upward course, and reaction comes later, the federal reserve 
banks, if they still hold surplus reserves, are likely to be pressed to use 
inflationary measures to postpone the inevitable. 

The year 1923 is fairly sure to put the economic and political 
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THE PROBABLE TREND OF RATE OF INTEREST AND 
INVESTMENT 
By H. Parker 
Columbia University 


In beginning what I have to say, a personal explanation may 
not be out of place. For some years past, I have felt that the defi- 
nite forecasting of coming economic events had no scientific basis 
and hence was unwarranted as a phase of economic study. The 
passage of time has confirmed me in this belief, and it seems only 
fair that I should preface my remarks today with the statement that 
they are to be taken rather as a diagnosis of existing conditions and 
tendencies than as an effort to predict, or any pretense at individual 
ability to foresee, the course of affairs during the coming year, or 
to do more than express an opinion as to tendencies. This I am 
sure is the attitude of all scientific students. 

I believe that it is the function of economic science to make care- 
ful analyses or diagnoses of existing conditions and to compare them 
carefully with situations of an analogous character that have de- 
veloped in the past. Such diagnoses or analyses, when checked by 
such historical survey, may be useful as a guide to individual judg- 
ment. Every individual must form his own opinions of prevailing 
tendencies and must shape his conduct for the future largely upon 
the teachings which he has gathered from past experience. It is 
well, therefore, that he be as carefully and completely informed as 
possible, and time is not lost in pointing out as minutely as circum- 
stances permit important phases of existing economic relationships. 
What is essential above all things is to remember, first, that economic 
changes do not come even approximately at the dates that are se- 
lected or indicated as the probable times of change, and, second, 
that it is always possible for very great alterations of condition to 
set in without warning, due to unexpected or unexplained human and 
other factors whose influence may have been ignored or at times ex- 
aggerated, and which permit of no exact forecast whatever. 

Remembering these qualifications, let me now turn first to a review 
of some outstanding events of the year just closing, and thereby estab- 
lish a basis for some generalizations regarding the present. The 
year 1922 has been a period of disappointment. Some forecasters 
had looked for an early revival of business, which, however, has come 
only with the present autumn, although it had been preceded by finan- 
cial and stock market revival beginning some six months earlier. In 
the field of prices, resumption of the upward movement had set in at 
about the beginning of the year, and had continued until a little past 


ust- 
In- 
erve 
ll in 
yme- 
too 


16 Economic Association 


midsummer, 01 d by recession and later by the presen} 
period of com] ty In banking we began the year with 
federal reser‘ bank portfolios greatly reduced, and fo; 
the first six n year the enlargement was comparatively 
slow in any al tinued in some. During the second ix 
months, hows se or growth has been very substap. 
tial, especially dei reserve banks. But, in spite of thes 
conditions, int idvanced only slowly, and after stand- 
ing for a good ths at low figures, have even now attained 
only a modera is apparent abundance of availabk 
current funds, us technicai lending power in the federal 
reserve banks, d it accumulation of gold there as a result 
of unduly long f the gold hoarding policy, and th 
liquidation of tions in specie rather than in goods 
From the secur t, the year has been peculiar. It begar 
with values on utisfactory level, and then for about 
five months pa period of “boom” during which aver- 
age quotations lvanced. This has now been followed 
by a recession ir t one-third of the entire gain during th 
upward movem d, although later recoveries have par- 
tially made up ige, to the extent of one-third or one- 
half according il group of issues under study. 
Meanwhile. t ’ ngth entered upon a period of growth 
with steel plant high as 80 per cent of capacity, while 
carloadings ar and business activity in many direc- 
tions is fully uy ' called normal level. Wholesale and 
retail trade a1 ppropriate indexes to be far ahead of 
last year, whil n nearly every productive and distrib- 
utive line indica it in colume of activity. Our export 
trade, it is tru bout 20 per cent from that of a year ago, 
and is not likel) On the other hand, it still remains an 


open question w production in certain lines can ex- 


pand very muc! thout developing an outlet abroad. In 


some lines hesita ession is already obvious. 


This, in gen a hasty survey of the main underlying 
facts of the pas ence. Let us now inquire as to th 
financial and i1 ypments of the year. Outstanding 


among these is t ‘rease in current quotations for both 


stocks and bond rence has just been made, and the 


fact that simulta th this increase there occurred no corre 
sponding increass t-term charge for bank accommodation. 
The first questi 1 is whether the higher levels attained 
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and : 
tion, we may inquire why values moved steadily upward to these 


perhaps surpassed. And, as a first step in answering that ques- 


levels, notwithstanding that some observers had long been inclined 
to predict that no such recovery was probable in the near future. 
(One reason for the advance is to be found in the fact that very great 


ivolumes of buying power had been set free as a result of the shrinkage 


in prices during 1920-21 and the recession in business. Houses which 
found that they had settled with their banks and with their other 
creditors, and still had on hand a large balance of fluid funds, sought 
to convert this into income-yielding capital assets, and accordingly 
bought bonds or preferred stocks. This demand naturally tended 
to increase the price of the securities in question, and was aided by 
an increasing speculation, furthered by an unduly low rate for money, 
which had been helped by the action of federal reserve banks in cut- 
ting discount rates too early and too far, partly perhaps because 
of pressure from a public desirous of restoring business activity. 

The stock market would not thus have advanced, had it not fore- 
seen some recovery in business, but the early advent of such recovery 
had been fairly evident for several months before the opening of 1922, 
due to the fact that stocks of merchandise were becoming exhausted, 
while the resumption of better conditions of employment after the 
so-called “unemployment crisis” in the late summer and autumn of 
1921 was tending to stimulate demand. Advance in values of stocks 
and bonds was apparently somewhat “overdone,” and high levels 
that were finally attained could have been made permanent or im- 
proved upon only as a result of more extended gains in business, 
accompanied by more thorough readjustment of prices and values 
among industrial groups. Thus, at the close of the summer of 1922, 
the question to be asked was simply this: Have prices and business 
conditions been sufficiently carefully readjusted to one another to 
permit activity of business to be resumed and to continue? 

The answer to this question was partly afforded by the action 
of Congress in adopting a tariff bill which must necessarily have a 
very serious reflex effect upon our foreign trade. It was partly 
afforded by the action of groups of producers who insisted upon 
maintaining prices through trade agreements and refusing a re 


fadjustment to something nearer pre-war conditions. It was partly 


afforded by the refusal of bodies of organized labor to accept any 


jadjustment with the employer which would imply considerable re- 


duction from the high level of war wages. These restrictions upon 


competition necessarily retarded the movement back toward older 


conditions, and made it evident that the business improvement which 
had set in must be partial and incomplete. 
At the same time, several internal factors in the situation were at 
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light of these conditions. On the whole, the volume of production 
at the present time is satisfactory. Railroads have practically all 
that they can do to transport freight, the steel industry running up 
to capacity so far as domestic production is concerned, for domestic 
capacity may be figured as about 80 per cent of full or theoretic 
capacity. Coal mines are being worked overtime, and their output 
is practically as large as physical conditions or mining will pertait. 
The textile industry is well booked with orders, and in many other 
lines orders are plentiful. Our plant capacity is fairly well occupied 
for the present. All this has seemed to augur for some time to come 
at least a very favorable situation in which there should be a heavy 
demand for bank funds with corresponding enlargement of commer 
cial loans and of deposits in banks. This should probably be re 
flected to some extent in higher rates of interest for capital, with 
rather greater difficulty in putting securities on the market except 
at remunerative rates of income. Higher rates, both short term 
and long term, ought to ensue, and there should be a reasonably 
extensive advance in prices. According to some statisticians, the 
continued price advance in commodities on the present movement 
ought to extend at least 6 or 7 points farther before the end of the 
present season and the advent of active spring trading in 1923. 
By making the cost of capital higher and at least somewhat further 
accentuating prices, business men might be expected to bring about 
a situation in which the actual cost of investment capital would be 
greater, rates accordingly higher, and business results correspond- 
ingly less satisfactory from the standpoint of economy. 

Instead of this, there are now some evident signs of business re- 
cession. Apparently the railroads have about all that they can do, 
yet even at that they are not making much money except in a minority 
of instances. Moderate earnings will be shown by the more pros- 
perous steel companies, but the year will result in unsatisfactory 
returns for a good many. The most urgent requirements in new 
building have been satisfied and not very much growth need be ex- 
pected in that direction, barring fresh developments. Without multi- 
plying details, it may be quite positively asserted that the edge ap- 
pears to be taken off our prosperity. 

Will this condition be altered? Strongly in the negative is the 
evidence afforded in a number of lines of effort. Our tariff policy 
is already exerting a stranglehold upon business of many kinds. Our 
immigration policy has prevented the bringing in of new labor ready 
to perform the necessary basic work at a moderate cost. Our taxa- 
tion system has very greatly reduced the incentive to activity in 
business. Many other elements working in the same direction could 
be cited, but the influence of all may be summed up by saying that 
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and a continued process of readjustment in prices and business re- 
lations, pending the time that industry is restored to a profitable 
money-making basis in which the labor element renders an equivalent 
for the wages paid to it. 

All of this analysis of prospective business conditions necessarily 
presupposes the use of the “covering words” so familiar in economic 
writing “other things being equal.” But other things never are equal, 
and this is the essential difficulty in forecasting. At the present time 
two great facts or classes of conditions are to be taken into account 
as modifying the entire situation which exists at the close of 1922, 
and which, therefore, must be regarded as modifying the expected 
course of future events. These two great facts are our banking 
policy and our foreign policy. A fundamental change in either may 
profoundly affect the general course of our business developments, and 
hence of interest rates and investment values, to which I am chiefly 
addressing myself. 

Let us see how this matter stands. The federal reserve system 
is now the holder of the residual commercial lending power of the coun- 
try. If it determines to expand freely at low rates of interest and 
without restriction, the effect undoubtedly will be to release cash both 
for business and for stock market purposes. The concomitant which 
may be expected is an impetus to rising prices and along with such 
a price movement a development of what is popularly called inflation. 
For a year or more past some of our largest banks have fought against 
the inflationary tendency due to the present policies of the govern- 
ment and of the reserve system. They have not been particularly 
successful, as shown by the fact that prices have been advanced 20 or 
30 points in the course of the year, according to index and method 
of estimate. Prices have been held back from a still greater rise by 
the fact that business conditions were not altogether favorable to 
rapid growth, for reasons already sketched as well as because 
bank credit had already been cut back very sharply during 1920-21. 
Now, what is the present position of the federal reserve system? 
At present the reserve banking system is not far from the posi- 
tion which it occupied about a year ago. At the close of the year 
1921, after about eighteen months of liquidation, the system had 
reached what at that time was considered a very low point in 
its operations. The amount of bills on hand in the twelve banks, 
representing the commercial accommodations extended to the public, 
was about $1,350,000,000. Today the bills on hand are about 
$867,000,000, or, roughly speaking, $483,000,000 less than they were 
a year ago. At the same time, the gold on hand is about $3,045,- 
792,000. That is an increase of close to $175,000,000, an accumu- 
lation which has resulted from net importations of gold during the 
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“2 8 notes are almost exactly the 
$2,450,000,000. Member bank 
reserve act 100,000 higher than a year ago, 
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while their assets in the form of loans and discounts and investments 
have been increased in a smaller proportion, such increase however 
consisting largely of investments. ‘This seems to mean a total de 
mand deposit expansion for all banks of about $2,500,000,000. 

In other words, there has been a very marked expansion in the 
course of a year, and this expansion (as in the case of the reserve 
banks) has come in large measure during the latter part of the year. 
The expansion, morever, has been made in such a way as to necessi- 
tate a resort to the reserve banks, the members continuing to hold 
a considerable amount of investments as compared with a year ago. 
Further expansion, then, in the way of accommodation to the public 
would apparently require still more dumping of investments on the 
market, or else resort to reserve banks for larger accommodations, 
which of course would mean a narrowing of the surplus lending power 
of these institutions. Which will be the step to be taken by the 
member banks? 

Probably, as things stand, the tendency will be to call upon re- 
serve banks for an increased amount of rediscounts. With reserve 
bank rates at the present low figure of 4 per cent in New York and 
Boston, the effect of the situation is to make it worth while for mem- 
bers to discount. Call rates, for example, have been quite stable 
around 5 per cent for some time past. There is, therefore, a very 
distinct profit to be made by borrowing at 4 and lending at 5 or 514. 
On the other hand, ordinary business paper is now bringing con- 
siderably more than a while ago, few loans being made at less than 5 
per cent and many at 6. The bulk of the investments being carried 
by the banks yield them at least 414 per cent, and some considerably 
more than that. According to the latest statement, they have on 
hand nearly $1,500,000,000 in government bonds held by the eight 
hundred banks already referred to, and this may mean for the entire 
country $3,000,000,000 or more. Most of these holdings are the 
ordinary 414 Liberty bonds, which the banks will hardly “dump” 
as long as they can get accommodation through rediscounts at 4 
to 414 per cent. There are thus a good many factors making for 
inflation. In this connection, it is interesting to note that New York 
banks have been informed that they need no longer send in reports 
of their brokers’ loans, thus relieving them from the surveillance of 
this sort which has existed for a good while past. The situation, 
especially if interest rates should rise a little further and funds be- 
come a little scarcer, would be such as to stimulate heavier borrow- 
ing at reserve banks. Undoubtedly, it is with a view to meeting some 
such situation that the Treasury Department is trying to facilitate the 
forcing of gold out of the vaults of the reserve banks—a policy 
which it cannot easily follow because the circulation largely consists 
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system of the United States has grown up, the Administration has 
persisted in wrapping it in swaddling clothes and preventing it from 
any active way of living. Suppose now, as the dispatches of the 
past few weeks have indicated, that there should be a reversal of this 
policy due to compulsion of circumstances; suppose further that 
this reversal should bring about a reintroduction of extensive foreign 
trade financing. What then? 

There can be little doubt that such an operation on foreign trade 
will tend to stimulate our exports and to “help business.”  LIrre 
spective of the question whether the funds were made available only 
for purchases in this country, the granting of new loans to Europe 
would certainly result in heavier buying here. European coun- 
tries want much more of our goods than they have been able to get 
of late, and the reason that they have not bought more freely is sim 
ply that they could not get the funds with which to pay. The out- 
come has been to cut off their purchasing at a time when it was ur- 
gently needed by our producers. With a renewal of such purchasing 
power they would be likely to take our goods, thus leading to in 
creased exportation, although probably resulting in another upward 
movement of prices here, just as was the case during the war, when 
the large Liberty bond issues were offered to the community, and 
their proceeds were used for purchasing goods for shipment abroad. 
This stimulus to foreign trade would result in increasing the activity 
of not a few plants which have lately found that the domestic demand 
was fully absorbed, so that they could not count upon getting many 
more orders, no matter what they might do. In some industries, as, 
for example, steel and iron, prospects are now such as to indicate a 
probable falling off, due to the fact that there is no likelihood of the 
intense domestic demand, such as that caused by large building opera- 
tions, continuing at its present peak level. With this reduced de- 
mand it might be expected that a very considerable lessening in the 
iron and steel trade would ensue. This might be prevented if foreign 
business were to be increased through the effect of a German loan. 

New loans of the kind now under consideration would have, ac- 
cording to expectation, some very important effects upon foreign 
exchange rates, by causing them to advance in the belief that the 
different continental countries would be able to reach a decidedly 
improved position. Rumor of the possible contemplation of a large 
loan early in December has already tended to move rates upward, 
and it may be expected that a definite undertaking of the sort would 
have a much more positive effect. There are some German authori- 
ties who within recent weeks have expressed the opinion that such 
loans might greatly influence the quotation of the mark, even with- 
out any definite alteration of conditions in Germany, because of the 
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THE OUTLOOK FOR WAGES AND EMPLOYMENT 


By Arvin H. Hansen 
The University of Minnesota 

‘luctuations of money wages are of little significance per se. They 
acquire meaning only as they are lined up against the movement 
of prices. From the standpoint of the wage-earner the important 
consideration is the relation between money wages and the cost of 
living. To the employer, on the other hand, the significant thing is 
the relation of the movement of money wages to the price movements 
of the products of labor. ‘To put it in a more general way, the wage- 
earner is interested primarily in retail prices, the employer in whole- 
sale prices. 

The prospect of making profits is the force that motivates the entre- 
preneur. This prospect depends largely on the relation between costs 
and selling prices. Looking at industry as a whole and from the 
long-run point of view, the most important of all cost prices is the 
price of labor. Even for the immediate situation maladjustments 
between the price of labor and the wholesale prices of the products 
of labor are of great importance. Since such maladjustments greatly 
affect the profit margin, it follows that it is the entrepreneur’s 
measurement of wage movements, and not the wage-earner’s, that is 
of chief significance with respect to industrial prosperity and em- 
ployment. We shall therefore consider wage movements in industry 
generally as well as in specific industries in their relation to wholesale 
prices. At the outset it may be well to call attention to the fact that 
while I am here emphasizing the relation between one special cost 
price, namely, wages, I do not overlook the importance of other price 
malad justments. 

The wage upheaval of recent years has by no means been uniform 
for all classes of labor. The wage index for skilled labor is very 
different from the wage index of common labor, and both differ ma- 
terially from the movements of the average wages of factory labor 
Again the wage changes of coal miners and railroad labor differ con- 
siderably from the fluctuations in other industries. It is therefore 
very difficult to say what the general level of wages was at the peak 
of the recent cycle or what the level is at the present time. 

Union hourly wage rates lagged far behind the upward movement 
of wholesale prices in 1916, creating a huge margin of profit for em- 
ployers of skilled labor. By 1917 wholesale prices had increased 81 
per cent over the 1914 base, while union wages had risen only 12 per 
cent. From then on the margin gradually narrowed until by 1920 
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wholesale pr ndex number 231 and union wages at 
195. still lea fit for the employer of union labor, 
By 1921 this n was wiped out and a huge negatiy, 
margin app prices dropped to 150 while union 
wages were st ed the peak figure of 201. In May, 
1922. wholesa t 151 and union wages at 189. This 
‘ndicated som the standpoint of the employer, 
in the wage a 1s compared to the condition of 192], 
but it is still pre-war relationship.’ 

The history common labor presents a very differ 
ent storv. <A f the wages per hour of common labor 
used in the « blic roads and the wages per hour of 
common labo? ndustry shows the following comparison 
with wholesal 7 the wage relative for common labor 
was 146 whil vholesale prices was 181, leaving a 
profit margin great as for union labor. In 1918 
this margin W ped out, prices standing at 198 and 
wages at 189 ve for wholesale prices stood at 210, 
the wages of 16, while the index number for the wages 
of common st n to 231. The combined wage index 
for common against 210 for wholesale prices. 
The profit ma bor therefore disappeared as early 
as 1919. In 1 it 231 and wages at 246. In 1921 
prices had dro wages to 192. By February, 1922, 
the wages of c been deflated to such an extent that 
the index num! 145, while wholesale prices stood at 144. 
The significant ire, first, that the wages of common 
labor did not behind the movement of wholesale 
prices except 1917 the upward movement, and 1921 
in the downwa nd, that they rose higher than prices 

‘Union Wage R hed by Bureau of Labor Statistics; Whole- 
sale Prices from M é 
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n the peak and fell to the level of prices by the early part of 1922.” 
In passing it may be worth while to note that farm labor showed 
rly rapid adjustment to price changes. 

The average wage curve for factory labor lies in between these 


two extremes of common labor and union labor. The most available 


data as well as the most representative industrially are for New 


York State. The data contained in the Industrial Bulletins cover 
=> industries and include over a third of all the labor engaged in 
inufacturing. The wage movements of factory labor in New York 
State appear to be closely representative of factory wage movements 
hroughout the whole country. The census of manufactures shows 
that per capita wages in the United States increased 99.8 per cent 
from 1914 to 1919, while the increase in New York State was 100.5 
ner cent—a difference of only seven-tenths of one per cent. Other 
comparisons confirm this conclusion. Fifteen of the 55 industries 
eovered in the New York Industrial Bulletins are included in Research 
Report No. 52 of the National Industrial Conference Board. I have 
constructed index numbers of the average weekly earnings of these 
fifteen industries from each of these two sources. A comparison of 
the two sets of relatives shows that the movement of weekly earnings 
in these fifteen industries in New York State is almost exactly identi- 
cal to the movement in the whole territory covered by the Board’s 
Report. In the high wage period from June, 1920, to December, 
1920, the index number derived from the Board’s figures is 224, 
while the index number derived from the New York figures is 221. 
For the year 1921 the relative derived from the Board’s data is 197, 
%Sources: {a) Common Labor used in construction of Public Roads, Monthly 
Labor Review, June, 1922. 


(b) Common Labor, U. S. Steel Corporation, Survey of Current Bust 
ness, September, 1922. 


(c) Farm Labor, Monthly Crop Reporter, September, 1921. 


Common Labor Public|Common Labor U. S.|Farm Labor (Wages per 
Roads (Wages per Steel Wages per day, with board- Not 
Year hour hour) harvest labor) 
1914 100 | 100 
1915 100 100 100 
1916 | 113 120 112 
1917 141 150 138 
1918 180 197 | 184 
1919 206 231 218 
1920 | 241 251 255 
1921 181 202 142 
192? (Feb.) 139 150 
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C.B New York State 
1914 100) (June 1914-100) 
232 226 
231 226 
229 223 
229 218 
224 221 
216 218 
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198 | 206 
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199 198 
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ny ysperity and about 61, per cent lower in the depth of the recent 


} 


ssion than had obtained in July, 1914. The investigation of 


t-time employment in New York State in December, 1921, made 


hy the chief statistician of the New York Department of Labor corrob 


orates these figures. It is quite probabk that these pr centages do 


not exagge rate, at any rate to the extent to which labor effici ney de 
creased 1n prosperity and increased in d pression. Krom this it 
would follow that weekly earnings are more representative of the 
movements of labor cost than hourly earnings. 

The foregoing argument is based on the assumption that the full 
time week is constant. It has in fact, however, been reduced conside) 
ably since the pre-war period. <A reduction in the standard work 
week, other things remaining equal, will cause a fall in weekly earnings. 
If labor efficiency per hour remained constant such a decline in weekly 
earnings would not signify any reduction in labor cost to the employer. 
If, on the other hand, a reduction in hours resulted in a proportional 
increase in labor efficiency, any change in weekly earnings would then 
reflect a corresponding change in labor cost. It is perhaps to be 
doubted that labor efficiency per hour has actually increased in pro 
portion to the reduction in hours in the last decade, though in many 
individual cases it has actually done so and more. At all events it 
is clear that weekly earnings constitute a conservative index of the 


movement of labor cost. Taking everything into consideration, it is 


‘Cf. National Industrial Conference Board, Research Report, No. 52 


index Ni Nos. of! Percentas N 
Month Hrs. Actua! Full-tir | tir We Pp enta 
| Worked Weal Full-t 
Weel Worked \ctuallyWorked 
July, 1914 100.0 100 ( Q? ¢ , 
June, 1920 | 95 1 ( 
July 95.1 9? { 95.7 103 
igust 94.7 1 oz « 

September 93.7 1 19? 2 
October 93.7 91.7 47 19? 3 
November 01.2? 01.8 01 9 9 2 
December 89.0 01.7 Q ) 97 
January, 1921 86.1 91.7 86 9 
February 85.9 )? 62 93 1 
March g5 9 9? 0 A 92 2 
April 85.5 Q? ¢ gas s 02 3 
May 86.3 91.8 87.0 04.0 
June 86.5 92.0 87.0 04.0 
July 85 9 00 6 27 94.8 
August | 86.9 00.7 88 6 95.7 
Se ptember 00 7 ? 06 2 
October 4 01.1 90.8 98 
November 90 91.0 OR 3 
December 90.6 90 4 9? 8 100.2 
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while factory wages had advanced only 70 per cent. By the end of 
1919 factory wages caught up again, but with the new rates estab- 
lished by the Anthracite Coal Commission of 1920 anthracite wages 
again exceeded factory wages. This wage level, 140 per cent in 
excess of the pre-war level, still remains in spite of the general reversal 
in prices. 

Railroad wages lagged slightly behind factory wages until 1918. 
During 1918 they were somewhat in excess of factory wages. From 
1919 to the middle of 1922 the curves for railroad and factory wages 
have run along on substantially similar | vels.’ Only in the last half 
of 1920 and the first half of 1921 did railroad wages exceed factory 
wages. 

The middle of the year 1921 was the worst point in the period 
es had fallen but 


points above the 


of depression. Prices had fallen heavily while wa 
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Index Numbers of Tonnage|Index Numbers of Hourly| Index Numbers of Weekly 


1 Dav Rates forBit umi-| Earning for Anthracite|Earnings for Anthracite 
Vear us Miners Source Miners Miners 
Vonthly Labor R , |Source Vonthly Labor|Source National Indus- 
Tune 1920, 1 105 ( Oct. 1920, p. 104 |trial Conference Board 
1914 100 100 100 
1915 100 100 
191 105 111 
1917 125(April 111 
152 (November 
18 152 203 (November 
173 203 
0) 197 (April 238 (April) 248 (October) 


tonnage and day rate index. See review by writer on “Wages and Hours in 
Anthracite Mining” in Jour. of Am. Stat. Ass'n, Dee., 1922. The anthracite index 
given above is based on an estimate. 


Index Numbers of Index Numbers of Index Numbers of 
hourly Earnings of R..\Weekly Earnings of Weekly Earnings of 
lonth and R. Wage-Earners. R. R. Wage-Earners. |Factory Labor in New 
Year Source: Interstate Source: Interstate York State 
Com. Com Nat'l.;Com. Com Nat’l.; (June, 1914= 100) 


Ind’l. Conf. Bd Ind'l. Conf. Bd 


July, 1914 100 100 99 
July, 1915 103 105 100 
July, 1916 106 108 111 
July, 1917 122 124 127 
July, 1918 178 181 164 
July, 1919 214 186 182 
Feb., 1920 230 200 208 
Aug., 1920 271 243 226 
July, 1921 232 195 199 
July, 1922 196 195 
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were 26 per cent higher in February, 1922, than the wholesale prices 
of the products of these industries.” 

I have also estimated the wages in three large industry groupings 
which are comparable with three of the most important of the price 
groupings of the Bureau of Labor Statistics. A comparison of the 
wages and prices of these three groups indicates that wages were 34 
per cent higher than the wholesale price of the products of these in- 


“Index Numbers of Wages and Prices, February, 1922. 


Industry Repre sentative P roduct 
Index Nos. Index Nos. 
Wkly Earnings. Name of WholesalePrices hic 
Name of Products Bur. of| 1922 
Industry dus. Bull. June Labor Stat. in Feb 
1914= 100) (1914= 100) 
Pig iron and rolling| Pig Iron foun- 
mill products. 151 \; dry No.2 north- 150 +14 
Structural and arch- ern 
itectural iron work 191 Structural steel 114 +67 
Sheet metal work 
and Hardware. 192 Steel sheets 160 +-20 
Glass 192 Glass, window 143 +34 
Am Single AA 
Leather 194 ‘Leather, calf | 
|\chrome... 166 +17 
Boots and shoes 189 \(Boots and | 
|{shoes men’s 
|| vici calf... . 189 0 
Paper 203 | Paper newsprint 155 +31 
Silk and silk goods.. .| 185 \Silk: raw Jap- | 
janese. . | 178 +4 
Wool manufactures .| 222 |{ Woolen goods, 
{women’s dress 
| (storm serge. . 163 + 36 
Cotton goods. 202 |/ Cotton goods, 
| \print cloth 184 +10 
Flour, feed, and} |(Flour, 2nd pat-| 
{other cereal pro-| 181 |jents, Minnea-| 
ducts...... || polis 154 | +18 
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very different thing from contending that the absence of these people 
explains how the present wage level can be so much above the pre-war 
level, price changes considered. The absence of any large immigra- 
tion should certainly prevent real wages from falling as they had 
been falling for many years before the war, but it could scarcely ex- 
plain any large rise in the wage level. Our population has as a 
natter of fact been steadily increasing during the last eight years; 
besides the natural increase, our total net immigration of aliens has 
been over a million and a quarter. With this increase in population 
it is not likely that the marginal productivity of labor is any higher 
now than in 1914. In short, it appears that the existing wage level 
is an abnormal one. 

Such a wage level can scarcely fail to affect the volume of em- 
ployment. To be sure, if we are to have during the next year or 
so another period of price inflation, the price level may tempo- 
rarily catch up with the wage level, as in fact it is now in process of 
doing, but that will be only a temporary situation. With the next 
fall in prices, industry will again be confronted with an abnormally 
high wage level. The inevitable result of such a situation is that a 
considerable volume of unemployment ensues. From 1916 to 1920 
wages were much lower than the industrial situation warranted, and 
all employers were eager to employ more labor. During 1921-22 
wages were much higher than the industrial situation warranted, 
and an exceptionally large amount of labor went unsold. In so far as 
this is a problem of the business cycle, the remedy would lie along the 
line of employment insurance which would build up out of the large 
profit margin of the rising price period a reserve for wages to 
be drawn upon in the period of depression. But the problem that 
confronts us is broader than this. It has to do with the probability 
that for a considerable period to come the long-run or secular trend of 
prices will be downward owing to our inflated gold supply and Europe’s 
inflated currencies. Every dip in the business cycle will bring a re- 
currence of the problem. It is a contest of high wages versus full 
employment. 

Our two best sources of information on changes in employment 
are the New York Industrial Bulletins, and the Monthly Labor Re- 
view of the United States Bureau of Labor Statistics. The employ- 
ment curves constructed from these two sources parallel each other 
closely, but the New York figures are more representative for they 
cover 55 industries, while the Bureau’s figures cover only from 12 to 14 
industries. During the year 1921 especially, the employment curve 
for New York State corresponds much more closely to the move- 
ment of the business cycle than does the curve constructed from the 
Bureau’s figures. 
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ployment in June, 1914, was at least 5 per cent below normal” and 
‘n the meantime there has been a considerable increase in population. 
The true increase in the manufacturing population can scarcely be 
secured from the 1920 census, because of the abnormal situation then 
obtaining. It is probably fair to assume that the relation existing 
between the rate of increase in the general population and the rate 
of increase in the number of wage-earners employed in manufacturing 
in the period from 1899 to 1914 was a normal one. If that assump- 
tion is sound, this ratio can then be employed to determine what 
would be a normal volume of employment in manufacturing at the 
present time. The rate of increase in population from 1900 to 1914 
was 1.95 per cent, while the rate of increase in the number of wage- 
earners engaged in manufacturing was 2.71 per cent. The year 1914 
was a turning point in the rate of increase in population.” From 
1914 to 1921 the rate of increase in population was 1.22 per cent. 
Applying the proportion previously suggested, the normal rate of 
increase in the number of wage-earners employed in manufacturing 
since 1914 should be 1.695 per cent. On that basis the volume of 
employment should have been 14 per cent greater in 1922 than in 
1914. Yet in fact the two indices combined showed that employment 
in June, 1922, was just equal to that obtaining in June, 1914, which 
was itself about 5 per cent below normal. It is clear that the volume 
of employment must increase from 15 to 20 per cent above the June, 
1922, level before we can be said to have attained a normal condition 
of employment. As late as November it was only 9 per cent above 
that level. It is true that there has been considerable talk in certain 
quarters about a shortage of labor. No doubt there has been a 
genuine shortage in certain lines, but in the main, the alleged shortage 
arises out of the disorganized condition of our highly decentralized 
labor market. The statistics of employment, which of course are 
fragmentary, do not indicate any general labor scarcity. 

Now how was it possible for the wage level to maintain itself in 
the face of this general unemployment? It is obvious that it is a 
great mistake to assume that all wage-earners have little reserve 
power. They do not have to sell their labor at any price and they 
refuse to do so. A higher money wage quickly becomes established 
is a standard in the minds of the wage-earners. The laborer and 
his family will endure endless sacrifices and suffering to retain that 
standard. An established wage is a front line trench which must 
not be given up at any cost. To yield may bring material comfort 
for the present, but it means a permanent loss for the future. The 


"Cf. the writer’s article on “The Buying Power of Labor during the War.” Jour 
of Am. Stat. Ass’n., March, 1922. 

_“R. R. Belcher: “Estimates of the Population of the United States for Intercensal 
Years,” Jour. of Am. Stat. Ass’n, December, 1921. 
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wage-earner i with the price of his commodity than 
with the total s. He will rather suffer unemployment 
than accept a Che loss of employment he conceives of 
as temporary stablished wage he believes is a per. 
manent loss. I] tain a wage once achieved, what hope 
is there of r Our recent experiences on the railroads, 
in mining, and istry illustrate the point. 

Skilled labo usly to a money wage once achieved, 
Skilled labor ha power, its psychology is controlled 
more powerfull standards. Yet semi-skilled labor has 
shown unexps [his tenacity has been reinforced by 
the absence o Immigrant labor readily accepts a 
lower wage fo! 1 to a lower wage. Yet immigration 
chiefly affects ind we have already noted that the 
unskilled wags hly deflated even without any large 
immigration. | skilled and skilled wage level that 
failed to come d 1s no large immigration to help push 
it down and un 1 to do so. 

The stage 1 for an unprecedented struggle over the 
existing wage | ecedented nature of this struggle will 
become clear f1 n with the post Civil War days. The 
situation then y ike the present. During the war period 
wages rose but red to the rise in prices. Mitchell 
shows that by J , 1865, wages had increased only 52 per cent 
while prices had | 148 per cent. Thus in spite of the heavy 
fall in prices f1 1865, to July, 1868, the margin between 
wages and selli | to be favorable to employers. Not 
until the year 18 ge level definitely overtake the price 
level. This no n large part for the fact that here 
we have, so far as | y outstanding exception to the direct 
correlation that ins between the movement of prices 
and the business not until after the panic of 1873, that 
the wage level h a point which proved an obstacle to pros- 
perity. From 18 17 the struggle was on against a wage 
level too high fo t tain. It is to be noted that it was in 
this period that tisticians find the greatest gains in real 
wages. Money ost part were holding their own and 
real wages were the buying power of labor as a class was 
low because of w ployment, particularly in the seventies 
and nineties. In od when labor was making its greatest 
gains in real wag fering the most in buying power. In 
fact it may be s ndex of real wages correlates inversely 
with an index of power of labor as a class. This is due 


to the fact that w s are highest unemployment is greatest. 
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All labor cannot be employed when wages exceed the marginal produc- 
tivity of the entire body of wage-earners. ‘To be sure, wages cannot 
exceed the labor product, but it is obvious that the marginal pro- 
ductivity of 10,000,000 men would be higher than the marginal pro- 
ductivity of 12,000,000 in a similar situation. Thus unemployment 
makes possible higher wages for those employed, or, in other words, 
abnormally high wages cannot be paid without a considerable volume 
of unemployment. 

Thus the long-run drop in prices resulted in a continuous struggle 
over the wage level, which became especially severe during the heavy 
decline in prices in the seventies and nineties. The struggle was, 
however, affected by two factors which no longer prevail—unlimited 
immigration on the one hand, and free land on the other. Both 
employer and employee had an avenue of escape. The situation 
facing us today is different. We have a closely restricting immi- 
gration law. ‘There is no free land to which to escape from the wage 
system. This situation affects the organization of labor on the one 
hand and immigration legislation on the other. The struggle against 
the existing wage level will almost of necessity take two forms: (1) 
anti-union agitation, and (2) agitation for increased immigration. 

It is not unlikely that public sentiment will take a more deter- 
mined stand against unionism in the years ahead than ever before. 
It is fairly clear that the public was not in sympathy with either 
the miners or the shop-crafts in the recent strikes. A high wage 
level is not likely to win the support of the public for the closed shop, 
restrictive policies, or any tightening of the grip of unionism. Public 
sentiment is apt to show itself in a determined effort to narrow the 
range of trade-union weapons along the line of recent court decisions 
and to bring labor organizations themselves within the scope of public 
regulation as suggested in the Coronado case. The United States 
is not likely to follow, for the present at any rate, the lead of Great 
Britain in allowing both sides to fight it out on an open field. 

The agitation for increased immigration has already acquired 
considerable momentum. To make headway in Congress it has to 
gain the support of the agricultural interests. In recent years the 
rural population has been opposed to immigration chiefly on politi- 
cal and social grounds. These considerations taken by themselves 
alone are not likely to prevail against the farmers’ economic interests. 
And it should not be difficult to make the farmer believe that immi- 
gration will lower the high wage level which keeps freight rates up; 
that immigration will increase the demand for farm products and 
raise farm product prices; that immigration will lower the prices of 
manufactured products by lowering the price of city labor; and that 
finally it will give him cheaper help on the farm. The immigration 
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the buying power of labor will increase due to more general employ- 
ment. 

This brings us to a consideration of the cost of living and its 
relation to wages. The average weekly earnings of factory labor 
kept up with the cost of living until the latter part of 1919, after 
which they gained on the cost of living. In 1921 real wages stood 
12 per cent above the 1914 level and during the past year they rose 
gradually until in the last quarter of the year they were more than 20 
per cent above the pre-war base. This is the highest point ever 
reached in our history, exceeding as it does the previous peaks of 
1896 and 1907. The history of the real wages of railroad labor is 
substantially similar to that of factory labor. Bituminous coal 
miners’ wages did not overtake the cost of living until 1921, but were 
nearly 20 per cent higher at the close of 1922. In the anthracite 
field real wages declined severely until November, 1918. In 1919-20 
they averaged about 12 per cent above the pre-war level. During the 
years 1921-22 they rose, owing to the decline in the cost of living, 
and at the present time are about 45 per cent above the pre-war 
base. Skilled labor suffered a severe loss in real wages all through 
the period of prosperity. Not until the depression of 1921 did the 
hourly rates overtake the cost of living. Then real wages rose and 
by May, 1922, the index number stood 15 per cent above the pre- 
war base. The history of the real wages of common labor is quite 
the reverse. There was a phenomenal rise during the upward move- 
ment of the cycle, and an equally remarkable drop in the depression 
period. In 1919 the real wage index stood at 122, and in the past 
year at 88. Thus the cost of living lagged far behind the wages of 
common labor throughout the entire cycle.” 


“Real Wages 1914-1922 (1914—100). 


| 
Factory |Railroad Labor.|Bituminous| Anthracite} Skilled | Common 


Labor New/Wkly Earnings} Coal Coal Labor | Labor 
Year | York State.|for July of Each| Miners. Miners. (Union) | (Hourly 
|(Weekly iYr. divided by| Tonnage Hourly Hourly | Rates) 
Earnings.) \Cost of I iving| and Day Earnings. Rates 
for June of each} Rates 
1915 | 99 103 98 | 98 99 98 
1916 | 104 | 99 9% | 101 | 96 | 106 
1917 100 | 97 9% | 86 | 87 112 
1918 102 115 (June)} 97 | 81 83 120 
1919 103 | 106 | 9 | 113 85 122 
1920 107 114 (Aug.)| 92 111 | 94 | 4119 
21 110 109 | 132 | 111. | 106 
1922 (Je) | 119 119 120 | 145 115 88 
1922(Sept.) 123 105 


_ The year 1914 is an unfortunate base for the purpose here intended, particularly 
in the case of weekly earnings which were unduly low in that year; but it is the 
only common base possible. 
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THE OUTLOOK FOR 1923—DISCUSSION 


Westey C. Mircneiyt.—Concerning the three papers which have been 
read at this session I have little to say beyond expressing the feeling which 
all present share that they are most interesting analyses of certain features 
in the business situation and most interesting forecasts of what developments 
we may anticipate in the near future. My chief purpose is to discuss an 
antecedent problem, about which there seems to be some difference of 
opinion among the members of our two associations—the problem whether 
we are justified in attempting to do what all three speakers have just done, 
that is, make forecasts of future business conditions. 

Clearly the present officers of both associations must believe that such 
attempts are justified, or they would scarcely have arrranged a joint session 
upon “The Outlook for 1923.” On the other hand, those of us who were 
present at the session last year in Pittsburgh at which Professor Hollander 


delivered his delightful diatribe upon the business prophets may harbor 


doubts whether our then president would quite approve of what we are set 
to do today. And at this very session Professor Willis began his paper 
in a way which led us to expect an issue different from that at which he 
arrived. “For some years past,” said he, “I have felt that the definite 
forecasting of coming economic events had no scientific basis and -hence 
was unwarranted as a phase of economic study.” 

From the conclusion of Professor Willis’s paper we know how to 
interpret this preliminary warning. On the basis of a clear analysis of 
certain significant features in the present business situation, he proceeds 
toa rather detailed forecast of the same general character that many another 
economist has made in the past. To quote: we may naturally 
look, in these circumstances, for stable or somewhat lessened trade, stock 
and bond quotations of a fairly stable variety, slightly higher interest rates, 
and a continued process of readjustment in prices and business relations, 
pending the time that industry is restored to a profitable money-making 
basis in which the labor element renders an equivalent for the wages paid 
to it.” So far as Professor Willis differs from other business prophets, 
he differs merely in telling his hearers at the start and at the end that all 
prophecy in economic matters is exceedingly uncertain, and that if anyone 
makes use of his own “hesitant and contingent’’ views that person must do 
so at his peril. 

This caution we must all applaud. Every word of warning with which 
Professor Willis has hedged about his forecast seems to me justified, and 
no less justified with reference to the forecasts made by others than with 
reference to the forecasts made by Professor Willis himself. But for all 
that can we agree with Professor Willis “that the definite forecasting of 
coming economic events [has] no scientific basis and [is] unwarranted as a 
phase of economic study?” 

If we do agree with this dictum it must be because we lay heavy stress 
upon the word “definite.” From Professor Willis’s example I think we 
may expect him to accept a re-wording of his statement in some such terms 
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initiated in economic investigation, they should be stated with careful reser 
vations. But to the investigator who makes them they are a method of 
testing the adequacy of present knowledge, and a method that is often 
most fruitful when the forecasts go awry. The one caution most needful 
to the scientific worker himself is not that he should admit the uncertainty 
of his expectations, but that he should follow them up afterwards and be 
stern in rejecting all easy explanations of why his forecasts did not fit the 
facts more perfectly. Perhaps no more fruitful session could be arranged 
for our convention in 1924 than one in which Professor Young, Professor 
Willis, and Professor Hansen should review the events of 1923, and discuss 
the reasons why what they have forecast today did or did not happen. 

These attempts to forecast and these efforts to profit by our past errors 
in forecasting are not only an important method of gaining new knowledge, 
but they are also an indispensable part of the effort to gain control over the 
business cycle so as to increase the gains and reduce the losses it brings 
upon us. As Professor Willis pointed out, every business man must try to 
anticipate future developments, and he is entitled to any technical help 
which the economist and statistician can give him. But quite apart from 
these individual efforts to make profits or avoid losses we are beginning a 
social effort to reduce the wastes of booms and the widespread unemploy 
ment of depression—just as we have reduced the financial confusion of 
crises by adopting the federal reserve system. For the business cycle is a 
cycle of human behavior, and it is not extravagant to hope that we can 
learn to behave more wisely in the future. That task of acquiring control 
over the business cycle in the public interest, however, rests fundamentally 
upon our ability to foresee changes in business conditions a little before 
they happen and take measures to meet them. Forecasts for this purpose 
must be made by economists and statisticians, and they must be made with 
reference to conditions affecting the whole community. To make the 
efforts at control even tolerably helpful we shall need more reliable fore- 
casts than we can frame today. And the way to improve in forecasting 
is to make the most carefully reasoned forecasts we can at present and 
learn all that we can from every error we commit. If we do the work in a 
scientific manner we should be able to find out what data now lacking are 
really needed, to use the old and new data with more skill, and so to put 
our forecasts upon a firmer basis than they have today. 


Mary Van Kuieecx.—Professor Hansen’s paper, which I have been par 
ticularly asked to discuss, suggests some extremely interesting problems 
for research. He has sketched a picture of the trend of wage rates gaining 
upon wholesale prices until, as he expresses it, the stage is set for an 
unprecedented struggle over the wage level. He suggests that we are 
witnessing a race between wages and employment. He sees as the result 
of the struggle the growth of anti-union sentiment and agitation for relief 
from the restrictions on immigration, together with the possibility of a new 
stimulus to better management. 

Professor Hansen has drawn this conclusion as the result of comparing 
the movement of wages with the movement of wholesale prices. He is 
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high wages may not always mean high labor costs. It is a fallacy to 
assume that because earnings have increased at a more rapid rate than 
wholesale prices, therefore the labor cost has increased. We have not 
the facts upon which to base this assumption. 

Should economists limit their view of the struggle ahead over wages 
o the possible influence of anti-union sentiment and agitation for increased 
immigration? Should they not include in the picture the possibility of 
action based upon more thorough research? I was interested in noticing 
that in this discussion of the outlook for 1923 no reference was made to 
the Federal Coal Commission which should make its report in 1923. Is 
this because we lack faith in federal commissions, or is it because we lack 
faith in research as a possible means of substituting reason for force? Is it 
not important that a group like this should be exceedingly critical of the 
basic data now at hand and alert to urge that it be extended and improved 
so as to make possible intelligent interpretation? 

Doubts have been cast this afternoon upon the possibility of accurate 
forecasting. Is forecasting the future, however, any more difficult than 
interpreting the present or the immediate past? Do not both di pend upon 
more accurate information than we now possess? Should we not include in 
1 forecast for 1923 the possibility of improvement in basic statistics of 
wages and employment and especially increased research which will supply 
the information needed about individual establishments, separate industries, 
and finally the summation of these facts as a more adequate basis for 


forecast? 
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product to another will be a different thing, and the differential cost of 


keeping the plant in operation, rather than shutting down entirely, will 
be different from either of the other two. More broadly, if it is a ques- 
tion of people making automobiles or making sewing-machines, the earn- 
ings of one occupation consitute a differential cost of the other, and, 
so far as labor goes, this may be represented by the “going rate” of 
wages. But if it is a question of making automobiles or going idle, the 
differential labor cost of making automobiles is practically zero: 
going rates of wages have little or nothing to do with it. This charac- 
teristic of differential cost is the key of the argument that is to follow. 

In the second place, “differential cost” means that we compare costs 
under two different sets of conditions, and cancel out the common items. 
But because these items cancel, it follows that we do not even need to 
measure them, if we can be sure that they really are common items. 
It is this fact which makes it possible for a would-be scientist to say a 
few things—a very few things—about the ultimate human costs of 
industry. No one can measure them, but this is not necessary in order 
to be able to say that under certain circumstances, they are constant. 
Granted this much, one can establish some very significant propositions 
in the field of social accounting. 

So much for the tools which this argument is to use. The argument 
itself falls into seven theses, which may be condensed as follows: 

I. While increased output in general may or may not bring econ- 
omy, “off-peak” business nearly always does; its “differential cost” is 
extremely low, and an increase in this class of business brings substan- 
tially no increase in interest, depreciation, and many expenses of 
operation. 

II. Efficiency requires putting any “idle overhead” (unused capac- 
ity) to work, whenever the product is worth its differential or variable 
cost. 

Ill. The apparent volume of variable costs in industry is deceptive, 
on account of what may be called the “shifting and conversion of over- 
head costs.” The cost of steel to the purchaser is a “variable charge” 
of so much per ton, but the cost of producing the same steel may be 
largely constant, regardless of output. ‘This is a typical case. The 
process may be reversed, and variable costs may be converted into con- 
stant, though far less frequently. In either case the discrepancy 
between real and apparent costs may give rise to waste. 

IV. The amount and behavior of overhead costs borne by any one 
business depends on the kind of contracts it makes in buying and sell- 
ing, and therefore is “a matter of human institution,” alterable by 
agreement and subject to control. 

V. Most of the costs of industry are constant, with reference to the 
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expenses appears to be corroborated for monthly fluctuations, but 
not for yearly movements. For yearly movements, the proportion of 
constant costs would be much smaller, while for daily ups and downs 
it would be much larger. One chief reason for the discrepancy is 
that yearly growth calls for increased capacity. 

But, as we have seen, in any given month, a railroad commonly 
has some unused capacity. As a result, railroad men have formed a 
habit of thinking of added business as always 4 gain, and so it is, in the 
short run, if the railroad can handle it at all. But if we take on added 
business without being careful to see that it is confined to the off-season, 
then some day when business is prosperous and the October “peak” 
requires more equipment, tracks, and terminal facilities, the economy 
will not be so great ; in fact, it may have disappeared entirely. If the 
railroad then keeps its plant up to the demands of the traffic, it will 
have just as much unused capacity as before, and the added traffic 
which it took on at extra low rates on account of having unused capac- 
ity, will not have resulted in any better utilization of its plant than 
before. On the other hand, seasonal rates on coal, in order to stimu- 
late movement in the spring and early summer, might improve the 
capacity factor of the railroads enormously, and actually save them 
from the necessity of making some enlargements of their plant which 
they otherwise might have to make.’ 

So much for the first thesis. The second says: “Utilize the idle 
overhead.” 'To this end, anything that is worth its “differential cost” 
is worth producing. Here, however, we run into a dilemma, since “over- 
head costs” must be covered somehow, otherwise competition would 
degenerate into cutthroat warfare, and would quickly disappear. How- 
ever, cutting prices is not the only way of securing additional off-peak 
business. It may also be done by producing “to stock,” by scheduling 
postponable work to be done at such times, by special selling efforts, 
by taking on side lines, or by dovetailing together profitable lines of 
business, and bearing the expense involved in dividing one’s attention 
and in shifting labor from one kind of work to the other. 

The third thesis, still more important, deals with what I have called 
the “shifting and conversion of overhead costs.” Whenever anybody 
who has any “overhead costs” sells his product or his services he puts 
the “overhead costs” into the price he charges and thus they nearly al- 
ways become a “variable cost” to the purchaser. Thus most of the 
“constant costs” of business disappear as constant costs and are con- 
verted into “direct” or “variable costs,” from which fact we may con- 
clude that there is a great deal more “overhead cost” in business than is 
evident at first sight. 

Telephone rates furnish a good example of this shifting and con- 


‘This would of course require careful study of sectional conditions. 
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If has often been recognized that the special training of a professional 
man is a form of investment and that the reward necessary to com- 
nensate it is a kind of overhead cost. Accordingly, he frequently 
follows the principle of charging what the traffic will bear, distributing 
his overhead in much the same way as a public utility. But why con- 
fine this principle to doctors and lawyers? Common labor requires an 
‘nvestment and a very definite maintenance charge, and this mainte- 
nance is not vastly greater because a man goes to work than it would 
he if he were idle. In fact, one can say that when a laborer is out of a 
‘ob somebody must either bear the full cost of his necessary main- 
tenance or else his working powers will deteriorate, and that will be a 
still heavier loss. The unemployed often get along on surprisingly 
few cents a day, but those few cents do not represent what society is 
losing as a result of their being out of work. Almost any wages would 
be just that much to the good, and we can afford to ignore any possible 
“psychic cost” of working eight hours a day, rather than walking the 
streets. A ten-hour day may cost the laborer more in fatigue and 
sacrifice than an eight-hour day. Also a stop-gap job may make it 
harder for a man to get the kind of work he really wants and is fitted 


for, but if this is guarded against, and it is a question of having a 


job or having none, the “psychic cost” of any tolerable job is a minus 


intity to a healthy individual.” ‘Thus, we may say that most of the 
ultimate costs of labor to the laborer and to the community are con- 
stant costs and that they are translated into variable costs to the em- 
ployer by our customary system of wages, in much the same way in 
which the constant costs of a telephone exchange are translated into a 
variable charge when the user pays so much per call. 

From this point of view it appears to be almost a matter of accident 
that capital costs are regarded as constant and labor costs as variable. 
It is all a matter of the way the contracts are drawn, and while there 


‘Here we are using the principle laid down In the introduction to this paper, that 
“differential cost” depends on the alternative that is offered. It may be objected 
hat I am comparing work with wages to idleness with none and that I have not 
separated, in good Benthamite fashion, the value of the wages from the cost of the 
work; that a man would rather rest or hunt for a lucrative job than work for 
nothing and that, if he got his wages whether he worked or not, he would rather 
not work. These are plausible propositions, granting their assumptions, but the 
assumptions are unreal, for these alternatives are not offered. What is offered is 
|) work, with some “psychic cost” (amount undetermined), (2) idleness, with a 
“psychic cost” which is, on the whole and for the most people, greater, over and 
above the immediate deprivation of wages and consequent physical comforts. In 
neither case do we need to measure the absolute amounts, since we are cancelling 
them against each other, as already suggested. However, granting the full truth 
if these objections, they would require only an amendment, to the effect that the 
money equivalent of the differential psychic cost of work is far less than the laborer’s 
necessary maintenance. This would leave untouched the main proposition, that 
most of the ultimate cost of labor is a residual or constant cost. No one proposes 
that laborers should work for nothing, nor that they should be paid the same wages 
whether they work or not. 
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is our fourth t proportion of constant cost appearing 
in the financia onal, and can be changed by contract 
or by public a 

We now con thesis: namely, that with reference to busi- 
ness depressio! sts of industry are constant; that 


consequently it lustrial community as a whole to keep 


going even tho were worth next to nothing above th 
value of the ba nd that even this minumum would be 
radically redu social accounting. It goes without 
saying that ind le does not follow out this principle. 
Single enterp ing to ignore their overhead costs, in 
the effort to ma t, but they must cover their variable costs 
and their varial le a lot of other people’s overhead costs. 
In order to pri by this method everybody would have to 
do the same thin ling the producer of raw materials, th 
retailer who ha stock of goods at the old prices, and 
labor at every luction. All would have to be willing to 
sell their produ uld bring, down to the actual differ- 
ential cost of wi han standing idle. If this miracle wer 
to happen, anot vould follow; namely, that it would not 
require heavy 1 s to stimulate demand. Everybody, 
by keeping his ind in the market for goods, would 
be protecting tl! ybody else’s commodities ; but if each 
acts by himself, |! vy burden and receives only a minute 
part of the ben s the part of individual financial wisdom 
to protect one’s iys and let the demand fall off. 

The situatior it of separate banks trying to main- 
tain specie pay f panic. If they could all jointly ar- 
nounce that they t their reserves to depositors as long 
as there was al y out, they would not have to pay out 
any dangerous| t. However, what happened was that 
banks suspended to protect their reserves, whose only 
use was to maint nt. It required a coéperative orgar- 
ization to mak: ivailable, and it will require some means 


of organized act dustrial field, at least as effective as the 
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federal reserve system in the banking field, before the waste of un- 
mployment can be avoided. 


To sum up, financial accounting says that goods at such times are 
not worth what they cost. Socially speaking, this is a fallacy; a 
pecuniary fiction. Goods are worth producing whenever there is a 
waste capacity which could be used to produce them, and the utilizing 
of this waste capacity costs the community substantially nothing, no 
matter what it may cost the private employer under the customary 
system of wages. 

" Passing over the sixth thesis we come to the seventh and last. 
This deals with what we may call the “socializing of overhead costs,” 
or the problem of assessing, collecting, and apportioning them in the 
way demanded by community efficiency rather than by customary 
financial contracts and accounts. It is impossible to lay down in 
advance just what detailed method of allotting the community bur- 
dens would best promote this end. One thing which might promote 
it would be a concentrating of overhead costs so that some one respon- 
sible for the conduct of industry would have something like as large 
a percentage of overhead costs in his budget as the community has. 
The only person who can play this part is the employer, and one of the 
lines of advance might be to convert certain indirect social costs into 
overhead charges on the industry. Compulsory insurance for acci- 
dents is a case in point, and has resulted not merely in lightening the 
suffering from accidents but in reducing the number very materially. 

Costs should be apportioned on a basis of responsibility, but re- 
sponsibility is a somewhat elastic term. One may be responsible for 
doing something to increase costs or for failing to do something to 
diminish them and it is sometimes hard to draw the line, especially 
when it becomes a question as to who is responsible for the burdens 
of a business depression, which is an unexpected by-product of changes 
in methods of production—changes which were very profitable to those 
who made them and are still profitable for those who follow their lead. 
Roughly, every business helps create the community problems of in- 
dustrial unrest, congestion, and unemployment. Its exact responsi- 
bility is untraceable, but unless it does something to help lighten these 
burdens or to help bear them, it is not paying its full costs. In a 
still broader sense, we may say that one kind of responsibility is gauged 
by the opportunity which a person has to improve the situation by 
his own efforts. This opportunity is shared by everybody in the 
community, laborers, employers, and others; but the employer can 
often do the most decisive things. 

So far as there are costs which are truly variable for industry as a 
whole, they should be laid as variable costs on all those who have 


‘Cf. W. W. Stewart, American Economic Review, Sup., Mar. 1922, pp. 42-43. 
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opportunities costs. For this reason insurane 
is good in tha t of the insurance company in orga; 
ized efforts t t bad if it frees the insured from al 


damage and isonable care and caution. Therefor, 


proper ly not cover the full amount of th, 


loss. So fai vhicl 


are truly constant for industry 


as a whole, tl listributed as not to form an obstacl 


to the fullest onstant outlays, or rather, of th, 


productive ca} sent. Such an obstacle is likely to 
result wheneve onverted into variable charges ji 
the process of they should be made into constant 
charges so fat So far as this is not practicable, th 
community sh r burdens are necessary to promot 


full utilization, vholesale subsidizing of private In 
dustry. Each y responsible for all its costs, 


including its o\ 


The kK id oO verts constant costs into variabl 


appears to be, . inevitable under private enterpris 


In order to abs goods would have to be made on 


some such pril liness to serve” system of rates for 
electric current er pays a lump sum to cover th 
constant costs, irate charge for current, covering 
those costs that This plan could hardly be followed 
with commodit be resold. 

Labor, how: lity, and might be able to work 
wonders if it d ning power toward selling its services 


for a substant plus a moderate charge propor- 


tioned to work sliding scale based on this prin 


ciple. Then a employer could do to regulariz 
employment wou diate benefits in lower unit costs 
of labor. ‘The « ; 1 be that those who need this system 


worst would not to secure it; nevertheless they would 
still benefit fron zation that might result. In this 
way a large a rht be done vastly more than by 
merely trying t wage high enough to pay for all 


lost time. ‘This nd 
On the other |! 


salaries equival 


does nothing to promote a cure. 


wise to force employers to pay 


labor’s overhead costs, for labor’s 


incentive to work rved. However, something in this 
direction would I ment. 
The experime! t labor needs the fear of losing the 
job in order to do ( , but that is not likely. At present, 
*This idea is deve The Public Insurable Interest,” Jour. Pol 


Econ., XXIII, 599-61 


labo! 
some 
ever, 
to il 
this 
stim 


worl 


with 
witl 
redt 

real 
whi 
pro 
wol 
wag 
this 


wol 


be I 

sta 

for 

on 

irr 

mi 

les 

mi 

ar 

in 

al 

| th 
ic 
} ne 
ul 
th 
Ww 

Si 


Some Social Aspects of Overhead Costs 59 


labor commonly works so much harder when a lay-off threatens that 
sometimes a reduced force produces an increased output. This, how- 
ever, is a poor argument for the fear of the job as a stimulus tending 
to increase society’s total output, for it shows on the face of it that 
this motive does not work at the only time it has a real chance to 
stimulate increased output, namely, in time of active demand. It only 
works when output is already limited by a reduced demand and cannot 
be much increased by the worker’s personal efforts. Hand in hand 
with this goes the impulse to “nurse the job” whenever it can be done 
without fear of discharge, and this has a real and material effect in 
reducing output during active times. 

The only condition under which the fear of discharge can act as a 
real and effective stimulus to increased production is a condition in 
which discharge is for poor performance only, not because of over- 
production. If a system could be devised whereby the faithful worker 
would be sure of a minimum retainer at all times, plus a differential 
wage for work done, and only the shirker could be discharged, and if 
this system could really work as intended—a large “if’—the net result 
would certainly be more diligent work, not more shirking. 

So far as concerns encouraging the employer to do his utmost to 
stabilize employment, an equivalent incentive might be put in a different 
form; for instance, the cost of unemployment relief might be assessed 
on industries in proportion to some index of their responsibility for 


irregular employment. Broadly speaking, anything the community 


might do to cure the disease of the business cycle would represent a 
legitimate application of the theory of social overhead costs, and 
might gain support from the doctrine that almost any useful goods 
are worth what they cost to produce in times of general unemployment, 
in the light of correct community accounting. 

All of which is a rather involved way of saying that idleness is waste 
and that anything idle labor can do is better than nothing. Perhaps 
the entire argument would be superfluous but for the fact that econom- 
ics and business are both committed to judging whether goods are eco 
nomically worth their cost according to the financial expense involved 
under existing forms of contract. Having once started to calculate 
costs and values after this fashion, there is nothing for it but to carry 
the calculation far enough to show that in the end it does not disagree 
with common sense. 


‘Cf. W. C. Mitchell, “Controlling Business Cycles,’ American Economic Review 
Sup., Mar., 1922, pp. 27-8. 
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sass of information comparable in character, certain underlying 
ile ples may be discovered which are of value not only to merchants 
themselves in day-to-day operations, but also to economic science. 
This fact prompted the Bureau to continue its analysis, and it is the 
results of this study which are here presented. 

This paper has to do with commercial rent as an expense and its 

ition to profits in retail clothing stores. ‘The plan of presentation 
falls naturally into two parts: first, that which bears upon the amounts 
of rent and their tendencies to change in point of time, location, 
ind condition; and, second, that which considers the relationship which 
exists between the amounts of commercial rent paid and the profits 
which are realized. The two viewpoints are complementary, and the 
methods of stating them require not only the use of a large amount 

detailed data, but also the rather hazardous undertaking of draw 
ng conclusions. 

One body of data, called Group I, covering the years 1914, 1918, 
ind 1919, was secured from retailers by the Bureau of Business Re 
search in coédperation with the National Association of Retail Cloth- 
iers. These data are identical in most respects with those used in 
the Bureau’s other studies. The second, called Group II, covering 
the years 1916 to 1920, inclusive, was secured by the National Asso 
ciation of Retail Clothiers for the Joint Commission of Agricultural 
Inquiry in Washington. Acknowledgments are herewith made for the 
privilege of using the data in this study. 

It is hardly necessary to state that every care has been taken to 
make the data comparable and complete. So far as Group I is 
concerned, data on every important item covering operation were 


furnished to the Bureau. The store records from Group II relate 


solely to three items of operation—net sales, total operating « xpenses, 


and rent. Not all of the records which were used by the Joint Com 
mission of Agricultural Inquiry are here employed, many of them 
being imperfect and incomplete for the use of this study. In both 
cases, however, the writer feels that whatever imperfections the data 
have, they do not seriously disturb the comparisons nor invalidate 
the conclusions which are made. 


The writer is fully aware of the danger of “proving” things by statistics, and of 


the disrepute into which economic and statistical science has frequently been brought 
by the desire for definite and final conclusions for every problem. It is hoped that 
he will not be accused of placing too great faith in the infallibility of his data or 
the finality of his conclusions. 
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Il. Tenden ( ercial Rent in Relation to Sales 
| Expense 


In order to nt of the amount of rent and of 
‘ts relation to rating expenses, not one but a num- 
ber of criteria It is necessary when summarizing 
mass informat form of an average to represent 
the conditions rent periods of time, at different 
places, or for d onditions. The most satisfactory 
single measure It 5 tne arithmetic mean, This average, 
however, becau r prop rties, needs to be supported 
by other appropr nd for this purpose the median and 
the quartiles ar , as tests of the significance of thes. 
averages, thre irements are employed—the semi- 
quartile rang nts of dispersion and skewness based 
on the quartil measurements describe the nature 
of the distribut averages, medians, and quartiles 
apply, thus con irt, at least, for the omission of the 
several frequenc 

In the tables [, both groups of stores are presented 
for each of the 1 This is done, first, to indicate the 
extent to which gree for both groups; and, second, 
to broaden the f It is impossible to point out for 
each table all tl 1 differences which the details show. 
The best that « t space available is to indicate the 
general conclusio be drawn from the data. 

Table I shows for 226 identical stores for 1914, 
1918, and 1919, ntical stores for 1916 to 1920, in- 
clusive, the amoun of increase in sales, in rent, and in 
total expense. Fy I yr the entire period, sales increased 
127.5 per cent, 1 cent, and total expense 105.3 per cent. 
The corresponding tween 1916 and 1920 for each of the 
items of operati 31 stores were 111.3, 41.9, and 114.1 
per cent. For | tores from year to year as well as 
over the entire pe , and total expense increased, although 
the rate of increa for rent than for either total ex- 
pense or sales. ‘J irt of Table I shows at a glance th 
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In Table I, all of the stores in each of the years are considered 
as a total, irrespective of their location and size. In Table II, the 
181 identical stores which reported for each of the years from 1916 
to 1920, inclusive, are classified by the size of the city in which they 
are located. The upper part of the table shows the per cent increases 
in total net sales in each year compared with 1916, and also from 
year to year. When the entire period is considered, it will be no- 
ticed, first, that sales increased faster in the stores in large cities 
than in those in small cities; second, that the increase in sales for 
all of the stores and for each group as located was noticeably larger 
between 1918 and 1919 than between any other years; and, third, 
that the increase in sales between 1919 and 1920 was relatively 
smaller than between any of the other years under consideration. 

The middle part of Table II shows for the 181 stores classified by 
location, the per cent increases in rent, first, in each year based upon 
1916; and, second, from year to year from 1916 to 1920. As in the 
first part of the table, when the entire spread of time is considered. 
rents are shown to have increased more rapidly in stores in the large 
cities than in stores in the small cities. From year to year, however, 
no such general tendency exists, some store-groups having had their 
rent increased early and some late. From year to year over the en 
tire period, when all stores are grouped together, rent, while increasing, 
increased at a diminishing rate. 
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actual amounts of sales and rent shown in ‘Table I for th 
lation to each other in Table IIL. 


that is, this table shows the amounts of rent per S100 of 


oups olf stores are placed in re 


sales which characterized in each of the years identical stores 


the two groups. In order to measure rent, so expressed, averages 
irithmetic means) medians, and quartiles are used. These are 
supported by certain other measures descriptive of the averages. 


The graphic part of the table shows unmistakably the fact that th 


iverage amounts of rent per $100 of total net sales decreased in each 


of the groups from year to year. A decrease is also indicated by 
the medians and quartiles for Group I and, with the exception of 
1920, for Group II. When for two groups of stores three measur 


ree as to the direction of change, it is safe to 


ents essentially a 


7A test of the uniformity of the direction of change among these averages from 


year to year is found in the coefficient of concurrent deviation. The coefficients are 


is follows: 


COEFFICIENTS OF CoNCURRENT Deviations oF Measures or RENT Per $100 or Torat 
Net Sates ror Stores ny YEARS 
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conclude for 1 ng and for the period covered that q n eat 
general tenden vered—a tendency for commercial ren} than 
in relation t i Irom year to year. In other words, It 
while both rent increasing, sales on the whole increased from 
faster, thereb. ised rentals in terms of sales.’ of th 
Generalizat III are based upon three forms of howe 
averages. In ind to substantiate this presentation, rent 
Table IV is g s for each of the years 1917 to 1920, to sh 
inclusive, the a ‘ent per $100 of sales obtaining in thes 1914 
vears for the st sified according to the rent which they acco) 
paid in relatio 1916. That is, Table IV answers this aver: 
question Has lency for rents to decrease in relation metic 
to sales, as iverages (arithmetic means) shown in size. 
Table III, obta group of stores is classified in more but | 
detail, distinct le aceording to the relative amount of indic 
rent paid and t the stores? As indicative of the change, by t 
when me asured rm, the conditions for a single group cate: 
of stores may | For the 103 stores, paying in 1916 be the « 
tween $2 and $4 5100 of total net sales, 82.5 per cent paid F 
the same amour 0.9 per cent in 1918; 40.8 per cent in $10) 
1919; and 41.7 20. That is, the proportion of stores lak 
paying this am rom year to year in comparison with of 1 
1916—the cent ’ ting to the next lower group. Sim- con! 
lar shifting is t other groups. Generally speaking, the 
in ] 
*The tendencies e based upon an average for 3 and 5 years, 
respectively, for st rd t ize or location. Similar tendencies also A 
obtain—although 1 r ptions—for stores when classified both by fron 
size and location The 
rhrough the court f Business Research, Harvard University, | 
have been supplied ta on the relationship of rent to net sales Cort 
in identical stores 
ess 
Years Reta Shoe Department Stcres 
N f St res} Per Cent |No. of Stores! Per ( . 
191 
1918 2.7 
1919 35 2.3 191 
1920 $5 2.4 149 é 
1921 “ 2.9 149 — 
*A slight increa nd 1920 for the total and for some of 
the groups as clas 
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each successive year, rent constituted a smaller proportion of sales 
than it did in the base year, 1916. 

It is obvious that the amounts of commercial rent, while differing 
from year to year, also vary absolutely according to the location 
of the stores as between small and large cities. It is not so obvious, 
however, that there is a relative increase or decrease in amounts of 
rent in relation to sales under these conditions. Table V is presented 
to show the facts in this respect when stores for the combined periods 
1914, 1918, and 1919, and 1916 to 1920, inclusive, are classified 
according to location. In this case, as in those preceding, various 
averages are used to measure the change. Based upon the arith- 
metic means, rent in relation to sales increases as cities increase in 
size. There is a single exception to this rule for the stores in Group I, 
but no exception in Group II. In Group II the direction of change, as 
indicated by the arithmetic means, is duplicated without exception 
by the medians and the two quartiles. In Group I, the median indi- 
cates an uninterrupted increase from city-group to city-group while 
the quartiles show this condition with a single variation in each case.” 

For the two groups of data in Table V, the amounts of rent per 
$100 of total net sales are shown for stores for the combined years. 
Table VI, on the other hand, shows the per cent increases or decreases 
of rent per $100 of total net sales for the 181 stores reporting for 
consecutive years. For the combined stores in each of the years, 
the amounts of rent in relation to sales are smaller than those obtaining 
in 1916. Moreover, with a single exception, prior to 1918 this con- 

‘A test of the uniformity of the direction of change among these averages in stores 


from city-group to city-group is found in the coefficient of concurrent deviation 
The coefficients are as follows: 


CorFFICIENTS OF CoNCURRENT Deviations or Measures or Rent per $100 or Toran 
Net Saves ror Stores spy Size or Crry 


Coefficients of Concurrent Deviations 


Group |Arithmetic Means |Medians and First! First and Third 
and Medians Quartiles QOuartiles 
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1916 to 1920 Il +1.00 + .94 + .89 
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tes of decrease to vary directly with the size of the city in which 


ra 


the stores are located. This is to be explained, no doubt, by the fact 


hat increases in rent occurred at different times for the different 
stores, dep nding upon the nature of the rental contract. Had a 
longer series of years been available for study, some regularity in 
respect to this fact might have been developed. Table VI is intro- 
Sie d to supplement Table V, in which the changes in amounts of 


nt from city-group to city-group are based upon a five-year period. 


Taste VI 


Earlier studies of the Bureau made it clear that commercial rent 
n relation to sales is a function not only of time and store location, 
but also of store size. Accordingly, in Table VII, the stores under 
consideration have been classified according to both size and location, 
the amounts of rent for the two groups of stores being based upon 
averages for three and five years, respectively. When stores are 
classified in this manner, the amounts of rent per $100 of total net 
sales are shown to decrease with the increasing size of stores. For 
Group I all measures reveal this tendency. For Group II there 
is a single exception to this general rule, as exhibited by the arith- 
metic means, for the stores in cities with population of 40,000 and 
over. A similar exception in the direction of change occurs when 
the medians are used. The quartiles, however, agree in indicating 
that as stores increase in size, when they are classified by location, 
rent per $100 of net sales decreases. It is difficult in the light of this 
cumulative evidence to conclude otherwise than that commercial 
rentals, while undoubtedly increasing as stores increase in size, actually 
decrease when expressed in the amounts of sales secured. 
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solely by size. It is only when the double classification of location 
and size is made that the regularity in movement from group to 
group emerges. 

In the preceding analysis, rent for stores in respect to time, place, 
and condition has been measured in absolute amounts and in relation 
to sales. It may also be measured as a proportionate part of total 
expense. Such a presentation is made in Tables VIII to XII, inclusive, 
use being made of the four different measures, with supporting details, 
as in the preceding discussion. 


Taste VIII 


Averaz 


In Table VIII, rent is shown to be a smaller proportion of total 
expense in the late than in the early years. The different averages 
for each group of stores are a unit in exhibiting this tendency. More- 
over, the same condition tends to obtain when the stores are classi- 
fied by location.” It should be remembered that in both groups, 

‘A test of the uniformity of change as shown by the different averages from year 


to year is found in the coefficient of concurrent deviations. The coefficients are as 
follows: 
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of location, the respective amounts being based upon the entire period 
under observation. The averages show that rent as a part of total 
expense increases as the size of the cities in which these stores are 
located increases. There are a few exceptions to this rule. On the 
whole, however, the direction of change is surprisingly certain when 
t is remembered that both rent and total expense are determined 
not only by store location but also by size. Both rent and total 
expense increase with the size of city, the relative rate for rent, how- 
ever, being greater than for total expense, thus producing an increase 
in the amounts of rent paid when measured in this way.’ 

*How nearly the different measures of rent in relation to total expense agree as to 


the direction of change with size of city, is shown by the following coefficients of 
concurrent deviations. 
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itive Table XII also shows that rent, as a proportionate part of total 
for expense, is higher for stores of a given size located in large cities 
rent than for those of the same size located in small cities—small and large 
r to cities meaning, respectively, those with population under 40,000 and 
nse those with population of 40,000 and over. To this general rule 
ar there are no exceptions for the stores as classified. Moreover, when 
Sa no consideration is given to location, the stores being classified ac 
17, ding to size alone, rent becomes a proportionately smaller part of 
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III. Commercial Rent in Its Relation to Profits 


A conclusive inductive study of rent in its relation to prices and 
profits, when these terms are taken in a strictly economic sense, will 
probably never be made. It is doubtful whether economic rent can 
ae be separated from commercial rent in sufficient instances and un- 
der conditions suitable for study, or whether pure profits can be 
solated so that the causal relationship between rent and price can 
be demonstrated once and for all. I am making no pretentions of 
doing this in a study of the relationship of rent and profits in the 
retail clothing field. The rent data represent the actual amounts 
paid for this purpose under contractual arrangements when stores 
are rented, and an estimated rental when stores are owned. For both 
cases every care is taken to reduce to a common basis the items which 
are included in rent and to make the conditions comparable. 

An analysis of the relation of commercial rents to profits requires 
that the results of store operations be set out in a profit-and-loss form. 
This was done for the individual stores preliminary to combining 
then into groups, and the same form is followed in presenting com- 
plete results for the store experience studied. Actual amounts of 
gross margin, total expense, net trading profit, and net profit are 
not shown, index or relative numbers in all cases being used. More- 
over, the data refer to a single year, 1919. That is, a cross section 
of the trade for this year is presented. There is, however, little 
reason for believing that the relationships between competing units, 
in this or in any other field of trade which is highly competitive, are 
markedly different at one time from those at another. This state- 
ment, in the minds of some, may require proof. The only—but, it 
appears, adequate—evidence which is available to support it is con- 
tained in our own analyses. One has only to turn through the 
pages of the Bureau’s published studies to observe the striking simi- 
larities which obtain for the different conditions of operation for the 
years 1914, 1918, and 1919—a pre-war, a war, and a post-war year. 

The tendencies for commercial rent to vary under different con- 
ditions of store location and operation require that, in the analysis 
of the problem under consideration, data for stores of similar size and 
location shall be used. If the tendencies observed in the first part of 
this paper are fundamental—and they seem to be—to do otherwise 
vould make the results of the analysis misleading and of doubtful 
value. Accordingly, two groups of stores have been selected for 
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per salesman per year, and the rates of stock turnover for the two 
groups of stores, classified, first, according to the amounts of rent 
paid per 100 square feet of floor space; and, second, according to th 
amounts paid per $100 of total net sales. When the two groups of 
stores are classified by the amounts of rent paid per unit of floor 


space, the amounts of floor space used per store and per $100 of 


total net sales decrease as rent increases. There is but one exception 


to this general rule. The amounts sold per salesman for one group 
of stores decrease as rent paid per unit of floor space increases; 
for the other, the tendency is uncertain. Moreover, there seems 
to be no unmistakable tendency for the rates of stock turnover to 
increase or decrease when the stores are classified in this manner. 
When, however, these same stores are classified according to the 
amounts of rent paid per $100 of total sales, somewhat different 
conditions obtain. The amounts of floor space per store, rather 
than decrease, increase. There is a single exception to this rule 
for the 87 stores; otherwise, the tendencies are uniform. Moreover. 
the amounts of floor space per $100 of total net sales increase with 


increasing rent paid per unit of sales. To this rule there is likewise 
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ving different amounts of rent in relation to floor space and sales. 


The records of stores of essentially uniform size and similar location 


V have been selected for this purpose, because of the different tendencies 
fe by which these items are affected for stores of varying size. Briefly, 
- Table XIV shows that, as these stores increase in size, gross margin 
h and total operating expense in relation to sales increase, while net 


trading profit and net profit measured in terms of sales decrease. 


h With these tendencies present for stores of varying size, it is im 
possible to measure satisfactorily the association between the different 

v olements of operation and the amount paid for rent without choosing 

r stores in which size and location are not disturbing factors. 
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. 
to $280] 6s 123.2 126.7 
h The writer is fully aware of the fact that even for stores of essen- 
ss tially the same size and location there are factors other than the 
. amounts of rent paid which help to determine operating expenses and 
if profits. That is, the present analysis does not establish the fact that 
- high or low rents are the cause of low or high profits, or vice versa. 
m The most that it does is to measure the association between these fac- 
tors for a given store experience and to suggest to merchants and 
: others the fact that commercial rents have an intimate relationship to 
} 
. costs and profits in business. 
4 In Tables XV to XVIII, inclusive, the amounts of gross margins, 
, total expenses, net trading profits, and net profits, measured in 
suitable units, are shown for two groups of stores, classified, first, 
pt 


according to amounts of rent paid per unit of floor space; and, second, 
according to amounts of rent paid per unit of sales. An analysis 
of the detail of these tables reveals some interesting facts. Table 
XIX summarizes the net effects of the processes of operation on the 
profits secured. 
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oth groups of stores, however, if margins are high when rents in 
torms of floor space are high, or vice versa, they are also high when 
rents in terms of sales are high, or vice versa. 

Gross margins, however, are of primary interest in their relation 
to the other phases of store operation. For stores paying different 
relative rentals, how are they related to operating expenses and pro- 
ts? Answers to these questions for both groups of stores are 


yund in Tables XVI to XIX, inclusive. 
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Table XVI shows the amounts of total operating expense measured 
in different ways for stores classified according to their rentals in 
terms of floor space and sales. Under both classifications, stores 
which pay high rentals have high total operating expense in terms 
of sales, of cost of merchandise sold, of gross margins, and of net 
profits. The increase in expenses in relation to sales in passing from 
ow to high rental stores, however, is generally smaller for the stores 
in which gross margins vary directly with rent than it is for those in 


which they vary inversely. Even for the group in which margins 
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cance. When all the evidence is considered cumulatively, it may be 
concluded that net trading profits vary inversely with the amounts 
of rent paid when measured in terms of sales. This means that suffi- 
cient sales were not secured by the stores on the high rental space to 
give them profits equal to those occupying less valuable sites. More- 
over, the comparatively high gross margins fixed by one group of 
stores were not sufficient to place them in as satisfactory a position 


as their rivals paying less rent and operating with smaller expenses. 
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But Table XVII does not tell the whole story. To determine net 
profit the net miscellaneous income or charges must be added to or 
deducted from net trading profit. Table XVIII shows the net prof- 
its of these two groups of stores paying different rentals as measured 
in preceding tables. What is its meaning? For one group of stores, 
net profits expressed in units of sales, of cost of merchandise sold, 
of gross margins, and of average inventories at cost vary inversely 
with the amounts of rent paid when measured in terms of floor space 
and of sales. For the other, the direction of change is uncertain 
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nt increases of 68.7 and 51.9 per cent, respectively, in operating 
bxpenses in terms of sales. The effects of these combined changes 

to reduce net trading profits in terms of sales, in the first case 
w Bits and, in the second, by 19.3 per cent. That is, 100 per cent 
rease in the rent paid per unit of sales is associated with a de 
crease in net trading profit, per unit of sales, of 15 per cent for one 
roup of stores, and 8 per cent for the other. Moreover, for both 
broups the net profits suffered a decrease. In the first group of 
stores, the per cent reductions between those stores paying the highest 
and those paying the lowest amounts of rent in relation to sales are 
as follows: in terms or sales, 21.0; in terms of cost of merchandise 
sold, 17.0; per unit of gross margin, 30.6; per unit of investment 


(average inventories at cost) 37.9. That is, 100 per cent increase 
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strated that there are no other causes operating simultaneously to 
product high or low profits. Obviously there are many. A much 
more detailed study and a more elaborate method of analysis would 
be necessary to resolve the problem into its varying factors and to 
measure the contributing effect of each. The Bureau has in mind 
at a later date, and on the basis of more complete data, to attempt 
such an analysis. 

An explanation for the association which has been discovered may 
be found, in part at least, in the conditions which determine the 
amounts of rent which are paid. In the first place, merchants, on 
the whole, have inaccurate knowledge of the value of space. They are 
loath to change locations in the face of increasing rentals,” and the 
bargaining basis between competing users of space is relatively un- 
certain. Moreover, they are at a disadvantage in competition with 
owners of space, and have only limited control over changes in rents 
and other major expenses. ‘They cannot automatically adjust either 
their prices or their sales to cover increased costs. That is, com- 
petition is neither perfect nor, in many instances, intelligent—mer- 
chandising misfits being found in this as in other fields of industry 
and trade. So far as is seen, there is no corrective for this condi- 
tion unless it is to be found in education and in business research. 
Even under the most perfect conditions for which we may dare to 
hope, economic friction and loss can probably never be fully removed. 
But this most obvious fact is no excuse for things as they are. Is 
there not a mutual obligation between those who are conducting re- 
search and those conducting business—an obligation to determine the 
principles of business, and an obligation to apply and be guided by 
them? 


*As indicative of this fact, the following experience for the stores studied is 
interesting. 
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LOCAL FAC . INNECTION WITH LABOR TURNOVER 


AnnA BEZANSON 


ty of Pennsylvania 


The discu considers the records of labor turnover 
in Philadelp! x 1921 and 1922. The group covers 
widely varied 11 r textiles, metal manufacture of vari- 
ous kinds fr parts to ship construction, chemicals, 
storage batt s, and one retail establishment. The 
firms vary in . pay roll of less than 500 employees 
to one plant of concerns are located in different areas 
of the city pr suburbs. 

During th tion conditions varied widely, some 
firms maintal! int working foree, while others re 
duced their fo1 mittent lay-offs; several plants at th 
same time wel During 1922 there was a gradua 
building up ol ole the increase in employees on th 
pay roll was maller firms than in the larger estab 
lishments. ‘I hows the pay roll changes by plants. 
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INDEX oF NumBerR 
Small Firms 
1922 Base—January, 1922 
FIRMS 
AY To ii 
\ E G H I 
VER 
January 100 .0)100 .0) 100.0) 100.0) 100 .0'100 .0;100 0,100 100 100.0 
February 96.7|/100.0} 95 .4/122.6|101.4 101.3 
March 96.2/104.0) 90.2)154.1/102.8 102.2 
95 .0/105 .2|103. 2/108 .4)110.8}102.3) 91.5/136.8/101.4 102.4 
Mav 93 .0)105 . 7/111. 7/115 .8)131.0/102.3) 108 .2 
| 92 .2}107 .5)113.1/129 88.5)143.6]123.5 110.1 
August 99 89.9'198 5]118.2 117.2 
September 97 .7|104 .0)134.0)149 98.5) 204.5)114.€ 120.0 
ICals, October 93.0} 97.4)108 123.4 
Th November 96.7 98.4 241.4 
Dece her | 
OVE § 
areas TABLE I 
INDEX oF NumBer 
Large Firms 
1921 Base—January, 1922 
FIRMS 
t the Month Total 
: J K I M N O P O R S 
1 +} 
stal January 109.8) 71.7) 97.2|342 8/103 .0 190.5 32.7 
February 107.2) 80.3) 189.4 60.7 
ants March 106.2) 79.4) 94.3\324.7|122.8 176.4 70.1 
April 104.6) 82.3)110.0)303 .8|122.7 80.3 
May 102.6) 82.9)117 .9|279.8)110.0 166.3 89.2 
June 101.1) 85.4)115.4|264.9) 91. ¢ 157.9 98.7 
July 102.6] 88 .2}124.6/237.6| 85.1 147.4 98.1 
August 103.0; 89.2 133.1 108 .2 
September 102.7) 93.3)115.1)148.4] 93.8 113.0 117.8 
October 102.0} 83 .9)105.4/104.8 124.2 
November 101.6) 86.8)103.2 124.7 
December 101.2) 98 97.4103 119.0 
1922 INpEx or Numper EMPLovep 
Large Firms 
otal 1922 Base—January, 1922 
FIRMS 
Month Total 
J K I M N O P O R S 
January 1100 .0'100.0'100 100.0, 100.0} 100.0:100.0 100.0:100.0100.0) 100.0 
February 97 .6| 97.2}110.6) 97.8)100.3)100.0) 95.1) 97.9) 97.8)100.8) 99.1 
March 97 .1/101.4/122.0) 90.5) 96.6) 95.1) 91.2) 98.0 
April 96.0) 97.81132.9| 91.4) 94.5) 93.1) 84.6) 98.3 
May 96 3/101 .8}141.3) 80.9)113.9)189.7| 98.8) 93.8) 93.3) 69.6) 98.9 
June 97 .7|104 .5|/144.6) 95.1] 93.9} 69.6) 100.5 
July 1101 93.8) 94.2) 79.3) 101.5 
August 103 .9}105 .6|154.2) 73.0/103 98.2) 98.8) 95.1) 83.8) 102.2 
September 107 .0|104 .9|149.8) 97.4/100.5) 95.6) 89.2) 101.4 
— October 95.6) 87.5) 104.5 
November 95.6 
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for employment st half of the year, when turnover was rising, 
and the import it the time of change in direction was similar 
is all that is sti 

When, as in 192 general similarity of movement is concurrent 
with a marked n turnover it is necessary to show that the 
likeness pointed %t due to growth alone and is made up of 
factors common t f 3. The increase in turnover in 1922, there. 
fore, needs mors tentior 

Taking first th of shortage of labor so frequently referred 
to in the local ma luring this year, it may be said that there has 
been an increase i! r far beyond any shifting that can be ac- 
counted for by eve st extreme view of the lack of employees to 
fill jobs. 

Four factors ise in turnover: first, the return after 
the depression of yees to former jobs; second, the transition 
character of the } made possible the hiring of men obviously 
unsuited to the 1 k, to fill a temporary demand; third, the 
actual shortage in types of key employees in skilled trades; 
fourth, the activ \ilding trades and the adjustments of wage 
rates. 

Take first th n of employees to former positions. It has been 
a general pract fi to send for the employees last laid off at 
their plant when business becomes active. Reports indicate that 
in the main empl responded to such calls. This means that 
two workmen are shifted to fill one job. Consequently the turnover 
by itself gives an im} yn of, and is being regarded as an indication 
of, greater shortas ul than the actual situation would warrant. 

Secondly, cons transition nature of the period. During 
this period wher : d labor has been highly paid by reason 
of the demands of the building trades, plants have given applicants 
such as weavers, knitters, etc., known to be skilled in other industries, 
trucking and simila fied jobs, because such employees are sure to 
shift as soon as thei employment becomes active. This is done 
to fill the immediate demand although the firms know such a hiring 
policy will increase t turnover later. 

Thirdly, the lack key employees, such as ship carpenters and car- 
painters, die-makers and moulders, polishers and grinders, has been 
felt in the car plant well as in the shipyards and metal industries. 
There is a diverge! pinion as to how great has been the absolute 
under-supply of worker ny employment, with the exception of a few 
skilled jobs. There has been little facing of what is perhaps the fore- 
most problem before American industry, namely, the readjustment 
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growing shortage of labor or a permanent shutting off of the sources of 
the unskilled labor supply. The greater demand, however, is reflected 
not alone in the shifting of employees, but in the greater opportunities 
for work for young people. The applications for work by juniors who 
must seucre a school certificate for employment are increasing. After 
a low month in July, the index numbers increase to November, 1922. By 
October the figure is higher than in the same month of the busy year 
of 1919. When one considers the issue of repeat certificates, the high 
figure of November, 1922, becomes more significant as contrasted 
with 1921, or even with 1919. 


Issue or CERTIFICATES TO JUNIORS 


| Percentage Percentage 
Month Year General | Repeat 
| Certificates | Certificates 
~ August 1921 | 100 100 
| 4922 | 413 131 
1919 181 288 
September 1921 100 100 
1922 145 142 
1919 170 189 
| 
October 1921 100 100 
| 1922 162 179 
1919 151 | 198 
November 1921 100 | 100 
1922 169 182 
1919 140 158 


1921 being taken as a base, comparison is made with 1922 and 1919, as typical 
years of increased employment. These figures apply to the Pennsylvania area as 
supplied by the Junior Employment Service. 


The actual increase among older employees is shown by the figures 
for male entrances to 132 metal plants in the table below. 


Noumsere or Mare Entrances To 1382 Metat Priants 1922 


Month Entrances Exits | Pay Roll 
January 2990 3557 38188 
February 2779 3784 37183 
March 4634 3013 38804 
April 4930 3424 40310 
May 5810 4698 41422 
June 5788 4469 42742 
July 5732 4718 43755 
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‘n February, 1922. From then until June the amount of shifting was 
very marked at all the plants. After a slight stabilizing in August, the 
group turnover rose again in September. It was more steady in 
October and November. Comparing this with the movement already 
cited for the market as a whole, it may be said that not only did the 
turnover for unskilled labor affect the curve most, almost determining 
its contour, but the shifting in this group began months before there 
was any indication of increase in turnover among workers in the more 
skilled occupations. 

Dividing the firms into two groups according to size, we find that 
the smaller firms returned to normal production more rapidly and 
also have a higher turnover—less lay-offs—during 1922 than the large 
firms. In that year both groups tend to run parallel until May. The 
drop in June in the small firms is followed by a drop in July in the 
rger group of large firms. Both curves rise again at about the same 
rate. The drop in September in the latter group is coincident with a 
slowing down in the curve of the smaller plants. 

Maintaining this separation of firms according to size, let us con- 
sider the movement of turnover when one separates the major reasons 
for leaving, dealing with those relating to (1) wages, (2) wages and 
opportunities elsewhere, (3) the job as contrasted with reasons outside 
the job. 

In the large firms dissatisfaction with wages caused a turnover of 
only 5 per cent in any month of 1922, while in the small firms it varied, 
rising as high as 30 per cent; the curve for wages alone is not unlike 
the general turnover curve. The attraction of better jobs elsewhere 
shows its influence in both groups. Not only is it responsible for a 
large share of the turnover, but that share is such that the curves tend 
in the same direction as the curve for all turnover less lay-offs. Seven 
of the nineteen firms considered, three small and four large, have no 
exits reported as due to dissatisfaction with wages, although “‘better 
job elsewhere” may be an indication of poor wages. Considering the 
firms individually for this reason, we find that with two exceptions (one 
metal and one chemical) the curves for “better job elsewhere” cor- 
respond with each other. 
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rABLE II 
mn Less Lay-Orrs 


AND 


PPORTUNITIES ELSEWHERE 


Firms 
r Less Lay Opportunities 
Month Offs Elsewhere 
Per Cent Number | Per 
of Exits of Exits | of Exits 
January 1 44.9 42 18 3 
February 31.2 32 13.7 
March i 73.6 47 19 9 
April 81.9 53 | 224 
May 132.7 139 | 55.5 
June t 107 .6 117 45.9 
July 4 136.9 116 44.9 
August 435 160.5 176 64.9 
September 200 1 251 90 5 
October 209.4 230 |} 81.2 
Firms 
r Less Lay Opportunities 
Month Ulis — 
Per Cent Number | Per Cent 
of Exits of Exits | of Exits 
January 39.1 194 12.6 
February 40.6 212 13.9 
March i 61.3 323 21.5 
April 62.5 327 21.7 
May 77.6 397 26.2 
June 82.6 458 29.7 
July 73.4 403 25.9 
August 89.7 496 31.6 
September 103 .2 633 40.7 
October 93.7 522 
Further reaso1 ed with the job have been grouped together: 
dissatisfaction w : vorking conditions, hours, and labor policy 
and work elsewh in the large firms turnover reaches only 55 per 
cent, while in tl 132 per cent at its highest. The two 
curves are nearly 1922 until April, after which the line for 
the small firms 1 ipidly till July, the drop coming one month 
later than in th 
When one cons isons not connected with the job, it will be 
seen that the cu vy and fairly uniform and tend to change 
only gradually f to month. It may be noted also for the 
small firms that rea ected with community and outside affairs 


shape the curve posite direction to that formed by reasons 
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connected with the job, especially during the period from June on. 


‘The uniformity of turnover for physical reasons is particularly note- 


worthy since the shifting ranges only from 5 to 8 per cent, tending 


slightly higher in the winter months. 


In the large firms the reasons 


outside the job are higher than those within when wage opportunities 
are omitted ; the reverse is true for the small firms. 


TABLE III 


Turnover ror Masor Reasons 


Small Firms 


All Reasons 


| Total All Reasons Connected | Reasons 
Month Pay Connected with Job outside 
Roll with Job Excluding Wage | Job 
Opportunities | 

No. No | No. | % 
lanuary | 2755 | 50 21.8 x 3.5 gs | 3.5 
February 2812 52 | ro 20 8.5 13 5.3 
March | 2837 65 27.5 18 7.6 19 8.0 
April 2841 91 38.5 38 16.1 23 9.7 
May 3003 194 77.5 55 22.0 | 29 11.6 
June 3056 223 87.5 106 41.6 | 30 11.8 
July 3103 251 97.1 135 52.2 25 9.7 
August 3252 276 | 101.8| 100 | 36.9 | 44 16.2 
September 3329 368 | 132.7 117 42.2 39 14.1 
October 3399 378 133.4 148 52.2 56 19.8 

Large Firms 
All Keasons 
Total All Reasons Connected | Reasons 
Month Pay Connected with Job outside 
Roll with Job Excluding Wage | Job 
Opportunities | 
No. | &% No. | % | No. % 
January 18404] 258 | 16.8 | 64 | 4.2 162 10.6 
February 18238 280 | 18.4 68 4.5 115 7.6 
March | 18030 389 | 25.9 66 4.4 204 13.6 
April 18098 | a | 20a 85 | 5.6 194 12.9 
May | 18193 | 547 36.1 150 9.9 261 17.2 
June 18491 601 | 39.0 143 | 9.3 | 279 18.1 
July | 18674] 537 | 34.5 134 8.6 | 236 15.2 
August | 18803| 665 | 42.4 169 | 10.8 | 266 17.0 
September | 18660 851 54.7 218 14.0 | 291 | 18.7 
October 19232 | 739 | 46.1 217 13.6 280 17.5 


Causes for Increase in Turnover 


It has been shown that there was a tendency for turnover less lay- 
offs to move in the same general direction over a considerable period. 
It has also been stated that the curve for unskilled laborers tended to 
conform to this trend. When the curves were considered in greater 
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detail for reasons con ted with wage opportunities, it was shown th 
the important sing uses shaping the turnover in this period a 
given either as “bett wages” or “better opportunities.” a 

What, then, is tl gnificance of stressing market factors? UJ 
to this time it has been usual to regard turnover from the aun ’ 
view of the individual establishments. The problem has been a a ded 
primarily as of im} yrtance in terms of the organization from “an 
employee has shifted [here has been a general tendency for fi 
to assume that condit s can be adjusted within the plant in a 
a way that under uny circumstances employees could be held within 
the organization. [It has been a matter of disappointment to som 
employers to discover in this transition period that their turnov 
has seemed to be beyond their control, because we had not prepared 
thinking about turnover for any reasoning concerning the ih 
factors outside th plant, of advantage to the employee, which would 
influence him to shift [In our market there has been more alarm con- 
cerning labor shortage than any lack of employees warranted Ther 
has been much dis n and hurried comparison of wages on sobs 
which were far from parable. The conclusions of the aaa 
study of inter-market movement would seem to show that some of the 
turnover was merely due to reinstatement of employees temporarily 
waiting for opportunities on former jobs. Some was due to an unusual 
building program—one which continued late into the fall and is likely 
to hold many employees even through the winter months. The adjust- 
ment connected with the shortage of key workers indicates two thin . 
the need of actual study of the problem of training, and some will 
ingness to readjust business on the basis of a new and less wasteful 
use of labor time. The shifting in many cases was merely th k 
men’s method of finding the going rate. ee 

This paper is meant to stress wider economic aspects in the study 
: pape pages than are found when the discussion stops with the 
study of an individual plant. The questions whic 
are: To what extent does labor within 
an organization? To what extent does labor turnover indicate eco- 
nomic factors disturbing the market? No one could say at this time 
where the line of demarcation falls. It is, however, certain that dis- 
cussion should be shifted to give emphasis to the factors in turnover 
due to wide fluctuations in the labor market. 
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ECONOMIC THEORY AND PRACTICE—DISCUSSION 


Frank H. Kniaut.—My interest being that of the economic theorist, I 
shall limit my discussion to a few observations on Professor Clark’s treat- 
ment of overhead cost. I am in agreement with the main contentions of the 
paper, and only wish to emphasize the importance of its argument and con- 
clusions. 

The general theory of cost which underlies this argument is that of 
alternative cost as an all-inclusive cost category. In the nature of the 
case, the only cost of anything that can matter is the sacrifice of some 
alternative. The so-called “pain-costs” merely represent alternatives which 
involve creating value directly, without the intermediary of marketable 
goods or services, that is, such alternatives as culture, recreation, play, or 
“loafing.” It is quite immaterial whether the “irksomeness” of labor is 
regarded as a positive pain or as a sacrifice of pleasure; if there is any 
“cost” it is manifestly due to the sacrifice of some preferable alternative, and 
the whole pain-pleasure terminology is open to serious question. More- 
over, it is fundamental that material resources as well as human laborers 
are subject to competition from direct recreative employments of many 
sorts, and hence that their use in industry involves costs which are strictly 
analogous logically to the pain costs of labor. We must assume in both 
cases that an ideal adjustment for society as a whole means a division or 
allocation of human and material resources between pecuniary and non- 
pecuniary or recreative employments in such proportions that equal “mar- 
ginal utilities” are obtained from both uses. 

Clearness on this general theory is essential to a discussion of Professor 
Clark’s principal thesis, that “idleness is waste.’’ It is convenient to divide 
the problem and consider separately the costs which represent human and 
material services respectively, and also to take up each of these elements 
from a long-time and a short-time point of view. The long-time view, 
however, can be briefly disposed of, since there is little to say beyond apply- 
ing the general economic principle already stated. Idleness, that is, the non- 
employment in pecuniary uses of either human beings or material resources, 
is waste just in so far as the persons or things in question are not put to 
use in some way which creates value (or avoids evil, if one insists on 
separating the two) in some manner not bound up in the pecuniary valuation 
process, and to an extent at least equal in importance with the industrial 
product which would be realized. It will be impossible to do more than 
suggest the question as to whether on the whole society does or does not 
put too large a fraction of its total social energy into the creation of the 
kinds of things which pass through the market and receive prices. Many 
economists would surely doubt or deny that there is too much human 
“unemployment” on the whole, if it were properly distributed, regularized, 
and provided for. In the abstract it is equally possible that we ought to 
devote more of our permanent wealth to the form of durable consumption 
goods, parks, museums, homes, sporting goods, toys, etc., and less to uses 
productive in the pecuniary sense. 
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Turning to the rt w, that is to economic fluctuations, it is neces. 
sary to distiguis! between variation in total industrial activity and 
variation in one ind up of industries corresponding to opposite 
variations in othe lustr or groups. From either standpoint, the 
fundamental quest that of the mobility or tiuidity of the various cost 
goods. With refer fluctuations in industry as a whole, however, and 
to the competitive is it actually works, it is clear that most of the 
real costs, both hu 1 material, are really fixed; the idleness of re- 


sources, material and n a general slump, represents waste if nothing 


worse. There can be t liversion to cultural or recreative uses. Some 
recuperation and re} no doubt realized, but the physical drain and 
actual maintenanc¢ f both labor and material equipment must be 
fully equal to those of rmal industrial activity. The business depression 
represents a cost to vhich is probably understated by figures showing 
the decrease in marketal tput 

In the discussion of st variations, the standpoints of the single industry 
and of the single nt in an industry are commonly confused to 
the serious damag snalysis. I can only refer to the idealized case 
of an industry in a of stability, in which all the establishments 
are of the most eff t e, and must further assume a condition hardly 
possible in fact, that is] 
output in the industr 
variations as output ; is that the cost goods and resources, material 
and human, used i: lustry, are in all degrees specialized to that 
industry. For simplicity we must and do contrast the “fixed” equipment 
with that which is tz ferable from one industry to another, or “fluid,” 
though we know that there is no dividing line. We also speak of a certain 
“capacity” in the fixed equipment of any industry. With reference to a 
fluctuation in output it bvious that the services of this fixed equipment 
are the true fixed cost or social overhead. But there is another cause of 
variation in cost per unit of output in the varying efficiency due to changing 
proportions in which the transferable equipment is combined with the fixed. 
The possible cases are too numerous to mention in detail. Obviously it 
is a crucial question whether the industry is working above or below the 
normal capacity of its fixed equipment when a variation in output occurs. 

Professor Clark’s most important point, I take it, is that as industry is 
organized under the « tive system, costs which from the social stand- 
point are fixed may of be avoided by the owner of the business when 
demand falls off, by simply leaving the productive factors, especially labor, 
unemployed and allowing their services to go to waste. The farmer com- 
monly cannot profitably do this, since he himself owns most of the labor and 
capital which he employs, and he uses no raw materials to speak of. The 
industrial entrepreneur, who buys from other entrepreneurs partial pro- 
ducts of large value and who hires productive services, especially labor, on 
short term contracts, can reduce his own costs, though not the real costs of 
the industry to society, by reducing output or shutting down. Undoubtedly 
this fact goes far in explaining the phenomenon of the business cycle, since 
it involves, as Professor Clark points out, a vicious circle; each curtail- 


ments are affected alike by variation of 
The crucial datum with respect to cost 
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ment reduces the demand for other products and helps to force curtailment 
in other industries. It seems to me that he has hardly given its full 
merited emphasis to the importance of the disharmony between individual 
and social interests which results from these conditions. He has placed his 
finger upon an inherent and far-reaching weakness in the competitive system 
as a method of social organization. It seems probable that any provisions 
which promise to deal adequately with this disharmony and to iron out the 
disastrous fluctuations of industry must carry uo no inconsiderable way in 
the direction of socialism. 


Rexrorp G. Tueweii.—Consideration of the three papers we have just 
heard might lead an outsider to wonder how such diverse subject matter 
could possibly be crowded into one classification; and this very apparent 
unlikeness among them has made me ask myself what the hidden similarity 
consisted in. How can the two words theory and practice include at once 
a discussion of the social import of overhead costs, one of commercial rent 
and its relation to profits, and one of local factors in labor turnover? It is 
this particular question that I should like to answer. 

Practice by dictionary definition means the “pursuit of an employment or 
profession” ; theory means the “philosophical explanation’’ of the phenomena 
of the employment or profession. But theory as a term must have another 
meaning if we are to see any relationship between it and practice other 
than an attempt to analyze the way in which phenomena happen to have 
occurred in the way they did occur. If this were the only content of the 
term, ours would not be nearly so useful a profession in the world as it now 
is. But, as a matter of fact, our theory exists very largely as attempts to 
offer suggestions for the betterment of economic arrangements, and thus 
has a justification beyond its explanation of phenomena. 

Theory is a product of the thought process; and, if we may assume that 
thought is not merely random mental activity but is always the attempt 
to resolve some difficulty, we may then go on to a definition of theory as 
sustained thought about some difficulty of practice. Theory arises because 
of the inadequacies of the customary way of managing affairs. 

An exception to this would be formed by the so-called theory of pedagogi- 
cal texts which is built up by a thought process incited by another form of 
mental difficulty—the need to transmit a body of knowledge successfully 
from teacher to students. Any suggestions for change that might find 
their way into such thinking would be few and would be purely incidental 
to the main purpose. Such texts present the problem to their writers of 
a clear and orderly presentation of systems of practice so that the student 
may comprehend affairs that exist and as they exist. This is, of course, 
the formal means devised for assuring the continuity of culture. The 
teacher is the representative of an old order presenting the inheritance 
it has received and the additions that it has been able to add, to the new 
order, represented by the student. And, of course, the need for it becomes 
more pressing as industrial practice becomes more complex. But if this 
is to be termed theory, then the thinking that is engendered by the inad- 
equacies of practice and which by its very nature is not explanatory or 
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analytical but, « t lestructively critical (either specifically 
or by implicatio: is of practice, ought to be called by some 
other name. 

We are clear a yugh sort of way. We call books about 
things as they ar rinciples; and principles that have passed 
into history becon \ principle connotes respectable acceptance 
and no novel ideas \ neluded. But a theory is almost always a 
novel idea; and so } nd theories ought not to be confused. W; 
gain in calling tl 

So it seems fittin: r texts for use in transmitting the thought of 
one age to the mer <t age should be called “principles of economics,” 
and should be com; 1 yest accepted analysis carefully systematized 
and clearly prese1 i, likewise, that our record of past principles 
should be called f doctrines.” But this is not theory. When 
one theorizes he is t t ways in which our institutions can be 
made to work bett is not a pedagogical effort, but one of quite 
another nature. It e process of the formulation of immediate 
ideals. 

I have a number , mer affairs, who are interested in the 
“philosophical ex; t they are doing as they go about their 
but it is 
not really theory at vhich they are interested, but the analysis of 
practice rather. 


business. They call tl theory” as contrasted with “‘practice’ 


But it might profit nted out that they might also gain some- 
thing from the study « , that is to say, the cogitations of economists 
about the ways in v ndustrial organization might be made to 
operate more succt n point are, of course, furnished by the 
papers to which w t listened. For the managers of industry, in 
general, represent [t is the activities carried on by them, 
carefully collated a ( 1 by specialists, that form the body of 
economic principles t is the criticisms of their methods and sug- 
gestions for better t, in general, make up the subject matter of 
theory. 

We have been liste: re to theory; and it is the fact that these papers 
are all theory in t ind accurate sense, which creates their 
similarity. They « had beginnings in mental difficulties raised by 
specific needs for bett hich formed challenges to the intelligence 
of thinkers. When Pr r Secrist searches for the definitive relation- 
ship between comme: ts and profits and comes to the conclusion 
that the rise of the bly associated with the fall of the other, 
and is driven to the ate assignment of the reason for this condition 
to the imperfections petition as an adjusting force, he is in effect 
pointing out that com}; pon which we rely to perform this function, 
simply does not work i that something will have to be done about it. 
And when Miss Bezanson discusses the problem of labor turnover as affected 
by local factors, she is driven again and again to making suggestions for the 
cutting down of labor turnover. That is why the study of labor turnover 
is profitable—because it ns a problem which is a defect of our industrial 


system 
And Ww 
head ¢ 
society 
do; or 
conclu: 
remair 
able p 
It s 
as the: 
Certai 
rapid 
effects 
in pra 
But 
study 
be ov 
intelli 
life. 
pose 
of tré 
better 
versy 
are 
to its 
ever 
work 
valua 
Mc 
gence 
with 
there 
recor 
settir 
prese 
recti' 


to ta 

quire 

mitte 
In 
them 
goin 
the ; 

of 

emb 

incli 


Economic Theory and Practice—Discussion 109 


system, and is also a challenge to the intelligence of students in that field. 
And when Professor Clark attacks the problem of the social import of over- 
head costs and comes to the conclusion that employers, for the good of 
society, ought to bear a larger share of labor overhead than they customarily 
do; or that our methods of financial accounting are faulty that lead us to the 
conclusion that idleness is not waste and that it is better to have labor 
remain idle than to engage in tasks that do not issue in commercially profit- 
able product—he is making very definite suggestions for change. 

It seems to me, at least, to be clear enough that the study of such papers 
as these which are theoretical, holds the key, really, to industrial progress. 
Certainly it cannot be too much to say that their study and the wide and 
rapid dissemination of their concrete suggestions, with the trial of their 
effects in many imaginations, and, if it seemed feasible then, their trial 
in practice, would yield results that could be got in no other way. 

But then, too, the purely educational value of theory as a subject of 
study as over against the study of principles or doctrines ought not to 
be overlooked. For the study of current theory is the study of trained 
intelligences at grips with problems that are the crucial ones of modern 
life. It might be argued, of course, that it would be as well for this pur- 
pose to study principles or doctrines since they represent the attempts 
of trained minds, made in the past, to meet similar problems, and even 
better, since these are now raised out of the field of emotional contro- 
versy; and this might be true if it were not that, in the first place, students 
are more interested, necessarily, in contemporary life and so drawn naturally 
to its problems and, in the second place, that, try as we may, we cannot 
ever completely recreate the conditions in which the minds of the past 
worked, as we should have to be able to do to make the lesson a really 
valuable one. 

More and more, education becomes a matter of awakening the intelli- 
gence of the student and giving his awakened intelligence material to work 
with which seems to him important and interesting. And for this purpose 
there could be no better educational device than the formulation of these 
recondite difficulties—which are nevertheless important and pressing— 
setting the student to try for an intelligible and workable solution, and then 
presenting him with the finished theory of the trained economist as a cor- 
rective of his own attempt. A student so trained ought to be better fitted 
to take his place in the world of affairs than one who has merely been re- 
quired to memorize the accepted principles of an older generation, trans- 
mitted to him by his masters. 

In all these ways, for the purposes of business men, who must adopt 
them if they are to be adopted, and must give them their significance in a 
going world if they are to attain any real significance; for the purpose of 
the student who needs them as a supplement to his formalized study; and 
of society, which needs the suggestions for improvement, theory, such as is 
embodied in these papers, ought to have wider uses than we have been 
inclined to give it. 
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WAGE THEORIES AND WAGE POLICIES 


By Joun R. Commons 
University of Wisconsin 
Seeing that o peakers will follow with a discussion of concrete 
and practical prol ;' hall limit myself to economic theory in jts 
relation to ect cy, abstracted from, yet common to, the 


concrete probl nderstand them. 
Adam Smith st 1 economic science with two theories which did 
not always coincid 1 theory of value and a theory of prosperity, 


The theory of va began with the individual, the theory of pros 
perity began wit nation. According to the theory of value the 
individual acquir himself the largest possible net income re- 
gardless of the effect ‘thers. According to the theory of pros- 
perity the nati ts laws and customs, proportions inducements 
to various classes of producers and non-producers in such a way 
as to augment tard the gross income of the nation. By the 
help of his theory e Adam Smith saw and exposed many cases 
of bad proporti n the national policies of his time and showed 
that they made t itional income less than it might have been by 
a better proport Then he reconciled his theories of value 
and prosperity | tructing an ideal society in which there should 
be no economic ution, no corporations, and no labor unions; 
in which case, he thought, each individual, though seeking only his 
own prosperity, ¥ yuided by an “invisible hand” leading him to 
augment the prosperity of the nation though he did not intend to 
do so. Thus his individualistic theory of value had to be supple- 
mented by a theo f divine providence in order to be reconciled 
with his theory of rity 

Now, as we know, Adam Smith’s ideal society, to which his theory 
of value might fittingly apply, has not emerged. One corporation 
has several thousand investors, and employs several hundred thous- 
and laborers, and a union of 300,000 laborers lays down its tools 
as though it wer an. ‘There is no divine providence about it, 
and if there is an i ble hand it is the hand of a board of directors 
or an executive « nittee. Instead of individuals we have mass 
movements and mz psychologies. Instead of a steady flow of in- 
dustrious workers | small business men and farmers in an ideal 
society, quietly shifting about as individuals from poor jobs to better 
jobs, as Adam Smith hoped, we have the whole world holding on for 
higher prices and wages in a period of overworked prosperity and 
then suddenly stopping in unison without knowing why. What is 
wanted is to get back to Adam Smith’s theory of prosperity and to 
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construct a theory of value, of wages, interest, and profits, which 
chall be, at the same time, a theory of prosperity, without the invisible 
hand. 

The essential thing about a theory of prosperity is that it starts 
with the gross income and gross product of the nation as a whole, 
instead of the net income of individuals, and with the laws, customs, 
usages, conflicts, and inducements which lead individuals and classes 
of individuals to augment or retard that national income and prod- 
uct. And the theory of value that fits such a theory of prosper- 
ity is a theory of a process and not an attribute—a process of valu- 
ing by millions of individuals in the course of billions of transactions, 
through which individuals and classes of individuals are persuading, 
coercing, commanding, obeying, and propagandizing each other. The 
nation is a going concern, a process that has no beginning and no 
ending, a process of inducing people to work, to save, and to manage, 
while value itself is not an attribute of commodities nor a pain or 
pleasure of individuals, but value is the process of valuing by which 
these inducements get themselves realized in the behavior of laborers, 
investors, and business men. 

The concept of value as a verb instead of a noun changes the theory 
of value from a deductive theory of what individuals would do if 
they were free, equal, intelligent, and sympathetic, as in Adam Smith’s 
ideal society, to a statistical theory of what they actually and proba- 
bly will do since they are neither free, equal, intelligent, nor unselfish. 

I used to think that the big business men of the financial district 
in New York were free and intelligent, but it is likely that a small 
study club in a little western town is equally intelligent; and that 
when these financiers act in unison it is because for the time being 
their selfishness coincides with forces that they do not understand 
and cannot control. Theirs, too, is a mass psychology and mass 
movement, like that of organized and unorganized laborers, or organ- 
ized and unorganized farmers. 

We can see statistically how this mass psychology of all classes 
operates. At a time when the rate of bank discount is low, when 
money is “easy” and prices look as though they were rising, then all 
individuals with one accord, but without conspiracy, mark up their 
prices and wages, hold back for higher prices, and give the false im- 
pression that they are a monopoly whereas they are mostly an unor- 
ganized mass psychology. Then when the bank rate goes up and 
money gets “tight,” they all with one accord suddenly mark down 
their prices, throw overboard the stocks of goods which they have 
been holding, and give the correct impression of mob psychology. 

The effect can be seen in the statistics of the nation’s gross product 
and gross income—at one period an immense but wasteful energy of 
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his process of forecasting, he, too, might fall under their control, 


id likewise his wage policy. 
Confronting this financial control are the theories and policies 


al 


of organized labor and of other laborers who would be organized if 
they could. For it should be recognized that, while organized labor 
‘neludes only perhaps 15 to 20 per cent of the total number of laborers, 
vet if we could enumerate the existing laborers who, at one time or 
another in their lives, have tried to organize but have been defeated, the 
percentage of those who potentially hold to the theories and subscribe 
to the policies of organized labor would be considerably more than 
15 to 20 per cent. Thus we have two mass movements and mass 
psychologies, partly organized, partly unorganized, with two sets 
of theories and policies, endeavoring to impose the same on each other 
and on the nation. That third group, sometimes known as the 
middle class and largely composed of farmers, has been practically 
reduced to impotence in some of the countries of Europe and in 
Australia, and it requires no extensive inquiry to note that a similar 
process is going on in this country. 

If, now, we examine the two main groups of wage theories which 
have claimed attention during the past hundred years, we shall see 
that they are based on Adam Smith’s ideal of a society of individuals 
shifting readily from one job or industry to another, rather than 
on the actual society of laws, customs, mass movements, and mass 
psychologies. 

First is the original cost-of-subsistence theory based on the evi- 
dent fact that the employers must pay wages, and on the theory that 
these wages will not permanently sink below a minimum that will 
keep the population intact. This form of the subsistence theory ended 
in Lassalle’s iron law of wages, which denied that either coéperators 
or organized labor could keep wages above the physical minimum, 
and hence led to the policy of socialism. 

Then the subsistence theory shifted in America to Ira Steward’s 
golden law of wages, which maintained that wages were determined 
by the cost of subsistence of the most expensive laborers, those whose 
standards of living were the highest. Yet this theory required a 
policy of national and state legislation which would limit the hours 
of all laborers to eight per day, on the principle that standards of 
living might be raised by indirect compulsion of individuals. When 
Ira Steward’s policy failed to get a vote of the legislatures, his 
theory was taken over in the trade-union policy that organized labor 
should lay down the rules for industry, and thus make it possible 
for high-standard laborers either to bring low-standard laborers 
up to their level or to exempt themselves from the competition of 
low-standard laborers. 
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the desire to increase the production of wealth nor to increase the 
happiness of mankind determines the intentions of capitalists if there 
is no profit to be gained, and, therefore, the wage-fund theorists had 
to fall back, openly or impliedly, on Adam Smith’s invisible hand to 
supplement the intentions of capitalists. But this solution is in- 
adequate, for self-interest evidently operates at one time to increase 
the production of wealth, when profits are in prospect, and at another 
time to restrict or stop the production of wealth, when profits begin 
to slow down. 

The only alternative to Adam Smith’s solution, short of socialism, 
seems to be a national policy respecting profits, interest, credit, taxa- 
tion, and wages which shall induce capitalists, through their self- 
interest, continuously to promote the production of wealth and the 
happiness of mankind and at no time to restrict or stop production. 
Such a policy is a very large order and may be impossible. Yet the 
report to the Federated Engineering societies made a beginning in 
a tentative way for six industries by attempting to allocate the re- 
sponsibility for existing waste in industry on the basis of whether 
management, labor, or the outside public is in a position to remove 
the causes of waste. Management’s responsibility appears to range 
from 50 per cent to 81 per cent; labor’s responsibility from 9 per 
cent to 28 per cent; outside contact, not controllable by manage- 
ment or labor, 9 to 40 per cent. If to these were added the responsi- 
bilities of financiers in the control of our credit system with its busi- 
ness cycles, causing an additional waste not covered by the engineers, 
it may be judged how large indeed is the field for national policies 
that might induce those in control of industry to augment the national 
production of wealth. 

Even where labor organizations are cited as responsible for waste, 
a large part of the waste which they cause is due to the seasonal and 
cyclical nature of the industry and the resulting theory common to 
all laborers, organized and unorganized, and similar to the wage- 
fund theory, that there is only a limited amount of work to be done, 
which should, therefore, be stretched out and shared with the un- 
employed. What is true of capitalists is therefore also true of la- 
borers. For them the old-time productivity theory is meaningless, 
for its real significance is that of value-productivity and not physi- 
cal productivity. Both they and capitalists can produce too much, 
just as they can produce too little. And the older cost-of-subsist- 
ence theory is obnoxious, for it gives to the laborers no share in the 
increasing wealth of the nation. Did we exist in Adam Smith’s ideal 
society, without legislation, corporations, unions, or depressions of 
trade, then the older theories might suffice. But living, as we do, 
in a society where organizations and mass movements are pressing 
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librium of forces of nature that augments the national wealth by 
mere unguided self-interest. There is rather a national economic 


policy, whether intelligent or mistaken, conscious or unconscious, 


that induces individuals and classes of individuals to augment or re- 
tard the national wealth while pursuing only their private wealth. 
The subsistence theories, the productivity theories, the wage-fund 
theories, are by no means antiquated in the formulation of these na- 
tional economic policies. They merely resolve themselves into stand- 
ards of living that demand recognition, elimination of waste that 
permits their recognition, and the total national process by which 
the laws, customs, and mass movements convert the national capital 
into national income. None of them serves by itself, as Taussig 
has well shown in regard to the wage-fund theory, to “give guid- 
ance as to any concrete difficulties or practical problems.” Yet 
each of them is a necessary ingredient to be somehow given its due 
weight in formulating the nation’s wage policies with reference to the 
nation’s total economic policies. 

‘Taussig, F. W., Wages and Capital, 332 (1900). 
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\RD-OF-LIVING FACTOR IN WAGES 
IAM Fretpinc 
University 

The standard g as a factor in setting wages came to be of 
considerable imy ng the war when prices were rising. Pre- 
viously, interest LS] of wages had come about through 
the study of px ig he normal growth of budget studies, 
and through t} t of state minimum wage laws for women, 
During the wa e first use of the standard of living as a 
basis of wage vas, I believe, by the President of the 
American Eco! ution, Professor Seager, who was then 
the Secretary of t ilding Labor Adjustment Board. 

During the wa dard of living and earnings became in a 
very vivid manner t terest of every one, and a matter of public 
knowledge. Wag tments were frequent, and turned on the 
standard-of-living » that never before had the standard of 
living been give! consideration as a wage factor. 

Since the war ind particularly since the recent fall in 
prices beginning mmer of 1920, living costs have almost 
dropped out of dis and similarly their use in setting wages. 
Wage earners, and larly their chief spokesmen, the skilled 
workmen, said litt bout the cost of living, because since they 
argued for increa vages when prices were rising it might be ex- 
pected that they w 1 take a reduction in wages when prices were 
falling. Emplo n general have never shown enthu- 
siastic interest in f-living statistics, particularly in budget de- 
tails, have tried y little to base their wages on the standard of 
living. With the ire of rising prices removed, the public has 
not been so much ted 

While the inter he standard of living as a factor in wage 
adjustments has g1 declined, it is thought that this shift in 
interest is only tem} partly occasioned by falling prices. Be- 
cause of the belief that ; lack of interest is temporary and that 


the standard of li in the future be considered more important 
as a factor in wages, I wish to comment briefly on certain outstand- 
ing experiences wh resulted from its use during the past four 
or five years. 


In the first place, ] yuld like, by way of introduction, to recall 
to your mind the or less generally accepted idea of the relation 
of the standard of s to wages. This relationship is, briefly, a 
matter of social | According to the prevailing theories of 
wages, wages are di nined by supply and demand, working out 
through determination by means of marginal productivity, in which 
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yrocess bargaining plays a more or less important part. These 
orces that set wages can be affected by social pelicy, just as prices, 


f 


although determined by certain forces of supp!y and demand, can be 
influenced by monoply or the tariff. For instance, if all industries not 
now paying a living wage were required to do so or cease activity, the 
result would, of course, affect supply and demand, and the pro- 
ductivity per unit of labor would be raised. Such a result might 
occur through a reduction of supply, or through increased efficiency 
of management, or, in the case of low-paid workers, through an in- 
crease in physical efficiency. These processes are familiar to you; 
I only want to recall to you that wages can be paid on the basis of 
the standard of living, if public policy so determines either through 
legislation or the mores. 

I think it can be said that during the war public policy did try 
to regulate wages on the basis of living costs. This experience 
showed that at that time the consideration of the standard of living 
as a basis of wage settlements was practical, but this experience also 
showed that the application of the standard-of-living factor to wage 
settlements involved a fairly complicated technique, which was not 
always clearly understood. It seems desirable at this time to pass 
in review a few of these points about which there is a confusion, as 
judged from our recent experience, in the interests of facilitating 
the use of cost-of-living figures in future wage adjustments. 

In the recent wage adjustments in the coal industry and in the 
railroad industry, it was quite evident that there was much confusion 
in the mind of the public over the standard-of-living budgets. This 
confusion arose from the fact that there are several different levels 
of living and not just one standard of living. Two of these levels 
of living have been particularly well studied. They are the minimum- 
subsistence level and the minimum-comfort level. The minimum- 
subsistence standard of living is supposed to provide just a bare 
subsistence. It can be determined in terms of death rates, sickness 
rates, and calorie needs. It is that wage that is thought of when we 
speak of requiring industry to pay a living wage and say that other- 
wise it is parasitic and ought not to be permitted to exist. 

So drastic a policy has never been urged for the minimum-comfort 
wage, however desirable it may be socially to raise the standard of 
living. Condemning an industry for not paying a living wage de- 
pends upon what living wage, whether the minimum-subsistence wage 
or some higher level, is meant. Very frequently the minimum-comfort 
wage has been erroneously called the minimum-subsistence wage. 

Another use of standard-of-living figures that has made it seem 
impractical is the tendency to apply standards worked out in one 
locality to another and different locality. It is frequently said that 
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clined to think that there is more danger of a minimum-of-subsistence 
standard being set too low rather than too high. 

The reason is this. Framers of standard budgets at the minimum- 
of-subsistence level tend to estimate standards for each separate 
segment of a budget, as for instance, for food, for clothing, for rent, 
for fuel and light, and for certain miscellaneous expenditures. They 
then add up these standards. If this is done, the separate standards 
add up to some sum, say $1300. But does it follow that $1300 will 
actually be spent by the wage earner’s family in the same propor- 
tions that the framers allow? There is a tendency for standard 
budgets so made to minimize the miscellaneous expenditures. There 
is much evidence to show that workers’ families will go without the 
necessary food, clothing, and warmth in order to get recreation or 
purchase services or goods that have to do with social standing. 

For instance, in Chicago, in the latter part of 1918, families of 
husband, wife, and three children aged 2, 5, and 11 years did not 
buy food yielding as much as 3500 calories per man per day until 
the total expenditure was $1800 a year. Standard budgets recom- 
mend 3500 calories per average adult male wage earner; yet a stand- 
ard minimum-of-subsistence budget for Chicago in the latter part 
of 1918 would surely have been set at less than $1800 by several 
hundred dollars. (With $1600 families of this size bought an amount 
of food yielding 3300 calories, and with $1400 they bought food 
yielding 3100 calories.) Of course, in setting wages according to 
standards of living, we must not assume the families to possess super- 
human will power or extraordinary rationality. We must take human 
nature as we find it. We should not forget that desires for recrea- 
tion and social approval are just as integral a part of our legitimate 
desires as is the desire for bread. For these reasons, it is thought, 
any error that may be found in minimum-of-subsistence standards is 
likely to make the standard too low rather than too high. 

A fourth practical difficulty in using the standard of living as a 
basic factor in wage settlements is the adjustment to the varying 
composition in sex, age, and family of the working-class population 
of a particular plant. Standard budgets are customarily drawn for 
a family of five. Employers have at times argued that their wage 
earners’ families are smaller averaging, say, two children per family. 
The theory back of the selection of three children as a standard 
average is, however, more or less irrelevant, except, of course, in 
broad limits, of the actual number of children in a family, in very 
much the same way that the standard minimum-of-subsistence wage 
is more or less irrelevant to the actual wage received. Public senti- 


*William F. Ogburn, “A Study of Food Tests in Various Cities,” Monthly Labor 
Review, August, 1919. 
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Let us look into the evidence. The cost of living reached its peak 
in June, 1920, approximately. By September, 1922, it had fallen 
on the average for the 32 cities for which we have data 23 per cent, 
according to the index number of the United States Bureau of Labor 
Statistics, and 24 per cent according to the estimates of the National 
Industrial Conference Board. The cost of living has therefore fallen 
about 25 per cent less, it is noted, than wholesale prices or retail 
prices of food. 

It is difficult to get good measures of the decline in wages. Ac- 
cording to the published figures of earnings in New York factories, 
the present earnings of $25.71° per week in September, 1922, are a 
decline of only 11 per cent from the peak. Their greatest decline 
has been 15 per cent. 

In Wisconsin factories, the decline in average weekly earnings was 
greater than in New York, their maximum decline being 29 per cent, 
and in September, 1922, they were 24 per cent lower than their peak. 
Weekly earnings in factories in Wisconsin have fallen more than the 
cost of living there. The data for New York and for Wisconsin are 
for all types of labor. 

As to union labor in the skilled trades, their wage rates have not 
fallen as much as the cost of living. The rates of wages for the 
principal organized trades in the large industrial centers had by 
May, 1922, as reported by the United States Bureau of Statistics, 
fallen only 6 per cent, while the cost of living by that time had fallen 
over 20 per cent. It is somewhat questionable how representative 
the wage rates are of earnings. We think earnings even in the 
unionized trades must have fallen more. Still the union wage rates 
for the unionized trades had fallen less than the cost of living by 
May, 1922. 

However, the standard of living is of more social concern in con- 
nection with the lower-paid, unskilled labor. Mr. Burgess, of the 
Federal Reserve Bank of New York, has worked out an index of average 
weekly earnings of common labor in Federal Reserve District No. 2. 
His figures show that the weekly earnings of common labor had fallen 
29 per cent by January, 1922. 

The United States Department of Commerce publishes the hourly 
rate of common labor employed by the United States Steel Corpora- 
tion, and from these figures we find common labor hourly wage rates 
have fallen 29 per cent. 

It therefore appears that the real wages of common labor, as 
measured by their rate of earning in terms of what can be bought, 


*This figure is high because of increased earnings in railway repair shops as a 
result of the strike and because of the high seasonal wages in the clothing trades. 

“W. Randolph Burgess, Index Numbers for the Wages of Common Labor, Journal 
of the American Statistical Association, March, 1922, p. 101. 
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cent of the families eliminated meat from their diet, and in 17 per cent 
more the amount of meat was reduced. In 40 per cent of the families 
aii were eliminated from the diet; in 30 per cent, butter; 6 per 
cent gave up sugar; and, what is perhaps worst of all, 300 families 
gave up bottled milk, because of the fall in real wages. It seems 
very probable that when the standard of living of poorly paid laborers 
- lowered, sacrifices and adjustments follow somewhat the lines 
recorded by Dr. Harris in his data of 1917-18. 

Even greater need is shown for considering the standard of living 
if we approach the problem from the point of view of what is a sub- 
sistence wage. I do not know what is a subsistence wage at the 
present time. Practically no valuable standard-of-living studies have 
been made since 1918 or 1919. I should guess that the minimum- 
of-subsistence standard would be for New York City today in the 
neighborhood of $1300, and very nearly the same for Chicago. Miss 
Lucy Gillett, of the New York Association for Improving the Con- 
dition of the Poor, has secured prices of a minimum food budget as 
of December 1, 1922, in New York City, and finds that such food 
cost $10.39 a week, or at the rate of $540 a year. Such an allotment 
of food gives adequate nourishment for a family with three children 
under working age, provided they follow detailed instructions and 
buy as the Association for Improving the Condition of the Poor says 
to buy. If a family does not follow instructions, Miss Gillett thinks 
such an adequate allowance of food would cost $600 or more. If food 
be considered 43 per cent of the total budget, then the minimum sub- 
sistence budget in New York in December, 1922, must be nearly 
$1400 a year. In many other regions and localities of the country 
this level would be somewhat lower. 


We know common labor is hired today in the northeastern part 
of the United States at about 37 cents an hour. But of course this 
does not tell us what the annual earnings are. 
might conceivably be as high as $1100 a year. 


The annual earnings 

At one time in the 
summer of 1921 the rate of wages of common labor in the United 
States Steel Corporation plants went as low as 30 cents an hour, 
which would mean at maximum employment about $900 a year. 
Chairman Hooper, of the Railroad Labor Board, has estimated the 
average earnings of the maintenance-of-way men to be 32.7 cents per 
hour which, it has been variously estimated, would mean only $800 a 
year or thereabout. Mr. Burgess’ studies of earnings of common labor 
showed for January, 1922, average weekly earnings of $18.06. At 50 
weeks’ employment per year, common labor in the second Federal Re- 
serve District would earn only $900 a year. 

In regard to women’s wages, the most comprehensive data come 
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from the studi general industries in certain states by the Won. 
en’s Bureau of the United States Department of Labor. 

These report at one half of the women working in Kansas 
in 1919-20 receives than $11.80 a week; in Georgia one half re. 
ceived less tha 20 a week in the winter of 1920-21, in Rhode 
Island the media ge was $16.85 in the fall of 1920; and in Kep- 
tucky in the fa )21, the median wage was $11.05. In Missouri, 
the median ea! May-June, 1922) $12.65 a week; in South 
Carolina (fall, 1921) $9.55; in Alabama (fall, 1921) $8.80; and 
in Arkansas (s] )22) the median weekly earnings were $11.60, 
The fact that hs t women engaged in industry in these states 
received less tha lian wages means that many must be re- 
ceiving less tha m wage, although we do not know definitely 
what the living wa n these states. In general, the minimum wage 
boards in states w num wage laws for women have in force to- 
day minimum wag figures varying from $12.00 to $16.50 a week, 

It appears mparisons that large numbers of wage 
earners are not ¢ living wage. The question naturally arises 
as to how the} y do not get a living wage. Judging from 
the recent pr nto of the Railroad Labor Board on the 
living wage, ther ent the opinion that any wage which workers 
work for is a li va in order to work they must be alive, 


The answer is that workers trying to live on less than a living 


wage do not t should be remembered that the wage 
is for the fam as the wage earner. In the first place, 
the family income metimes a little larger than the earnings 
of the chief wag , perhaps 10 per cent greater on the average. 
This may hay esirable social consequences for the family and 
the children, b oes add something to the amount to be spent. 
But even 10 p: dded to the average earnings of common labor 
probably in ma: uses does not bring it up to a bare subsistence 
standard of living thermore, not all unskilled laborers are mar- 
ried, nor do all hildren. 

Although the vage earner of a family may live, it does not 
follow that this is ‘ the family. There is some evidence to lead 
us to think that ty falls the least hard on the husband and 
harder on the wifi e only records of expenditure for which we 
have individual act ts is clothing, and when the standard of living 
falls, standards of clothing of the wife are sacrificed before the stand- 
ards of clothing of the husband. 

Besides, living and death are not determined by the heart beat. 
Customarily we say if the heart beats one lives, if not one is dead. 
But there is such a thing as deterioration and sickness that make death 
more probable. I have already referred to the high sickness rate 
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found by Dr. Harris in his survey. Inferior feeding also leads to 
deterioration. The idea of the living wage is that of maintenance, 
and, in the case of children, of growth. Boas has shown that children 
of poor parents on the average are smaller than children of well- 
to-do parents and their rate of growth is definitely retarded. The 
fact, therefore, that a wage earner lives and works is not proof of the 
fact that his family is living. Nor is it proof of the fact that he is not 
deteriorating more rapidly than the normal process of decay. 

The fact that families do not live on less than a living wage is very 
well shown by the infantile death rate studies of the Children’s 
Bureau of the United States Department of Labor. Woodbury has 
published the infant mortality rate, for eight cities, according to the 
earnings of the father. The highest rate is 157, for families where 
the father earns $450 or less a year. The figures of income are 
pre-war figures ; $750 now will buy what $450 bought then. The 
death rate decreases more or less continuously as the earnings of 
the father increase. The rates for the graded income classes fall 


as follows: 


$ 450 or 
450 to 
550 to 
650 to 
850 to 
1050 to 
1250 to 
1450 to 
1850 to 


We see, therefore, that at the very low income groups the death 
rate for infants under one year is extremely high. We know the 
correlation of the general death rate with the infant mortality rate 
is about 0.8 and we think that the health and disease rate is closely 
correlated with the death rate. Dr. Woodbury’s data suggests the 
possible adoption of a new nomenclature. We might call certain 
low earnings a dying wage, instead of a living wage. 

We have shown that during the phenomenal rise of prices of 1916- 
20 the standard of living came to be considered a most important 
factor in setting wages; but that with the fall in prices since the 
summer of 1920 the standard of living has been largely neglected in 
such considerations. The effect has been a fall in the standard of living 
of those least able to bear such a fall, with a result that a large num- 
ber of unskilled laborers are trying to live on less than a living wage 
and that the standard of living has probably been lowered for some 
skilled workers. 

For a country with a per capita annual income of around $500 
per year, such a policy is all the more unjustifiable. While there 
may be forces connected with the business cycle that tend to make 
the standard of living an important factor in wages during pros- 
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THE PRODUCTIVITY FACTOR IN WAGE DETERMINATIONS 
By Grorce 
New York City 

We are all familiar with the metaphysical discussions which attempt 
to separate the productivity of labor from the productivity of land, 
of capital, of management, of the inventor. There are some who 
would contend that labor is responsible only for that part of pro- 
duction which the worker with his bare hands could accomplish if 
there were no machinery, and from this minimum—which in the case 
of most modern products would amount to an absolute zero—the con- 
tentions range to the position that labor alone is ultimately responsible 
for all production. As exercises in the realm of morals such specula- 
tions may possibly be useful, but as guides to the proper distribution 
of the product they are quite without meaning, because they are not 
subject to scientific analysis and quantitative measurement in a living 
economic world. The situation which we face is rather one in which 
numerous elements codperate to produce unit articles of goods which 
could not be had if the help of any element were withdrawn; and 
the task which we have is to distribute these indivisible articles to the 
best advantage of the community as a whole, and with the utmost possi- 
ble fairness to its several parts. I do not intend to beg the question 
of what constitutes “possible fairness,” but I believe that the answer 
to it can best be derived, not from a priori abstractions, but from an 
examination of the changes which actually take place in production 
and distribution. ‘The aim of this paper is to inquire into the rela- 
tionship between national productivity and the movement of basic or 
average wages. 

Incidentally, we are not concerned here with methods of varying 
rates of pay according to the relative productivity of individual 
workers. This is a subject having to do with technical devices adopted 
to increase the profits of individual firms, and, while it is an important 
realm of technology, the methods in question do not necessarily affect 
the distribution of the national income or the average incomes of wage- 
earners. It might be possible, so far as we know without going outside 
the consideration of such technical devices, to adopt perfect systems 
of varying rates of pay according to productivity, without ultimately 
adding anything to real wages. 


I 


The subject of the relationship between national productivity and 
real wages has a direct bearing on wage determinations, because it 
involves the application of a modern academic theory of wages and 


or 
he 
nN 
rr 

ed 
ot 
re 
25 
ly 
a 
0- 
no 

a- 
to 
d- 
ut 
to 
d 
SS 
iv 
le 
st 
in 
Nn, 
As 
of 


130 n Economic Association 


the validity of s ruments or “principles” recently invoked jn [—% withou 
wage adjustment noted, 


The academic stion is the explanation of the distribu- with 
tive process kn theory of marginal or specific productivity, these ' 
My hearers are tedly familiar with this varied and intricate 
theory, and so I s ittempt to summarize it except by saying 
roughly that it conte: that there is a close relationship between what 


each group engage duction contributes to the national grab bag 
and what it recs 


gation 


Wh 
The other arg eferred to are of a more popular nature, and In an 
are usually foun ypaganda representing special interests or in Social 
the proceedings | vage arbitration boards. tionsh 
There is the a t that the standard of living of the wage- sequel 
earners increases ¥ ( ency of the modern productive process, Natio 
and that if the wor! nt higher real wages they should buckle down work 
and work harder isking for higher money wages or striking June’ 
or restricting prod in other ways. This argument usually em- of the 
braces the cont ( il wages cannot be increased by any 1919 
other method than b: ease in national productivity. of in 
There is the ars that wages should be adjusted up or down in furth 
direct ratio to a ing index. This is usually advanced by ments 
wage-earners in 1 sing prices to prevent a decrease in real Mitel 
wages, and by em} times of falling prices to prevent anincrease B  >¢ 
in real wages. State 
There is the ar; t, akin to the first-mentioned, that the real a Wil 
wages of one grou] kers can be increased only at the expense notal 
of another group of ers, and that if such a readjustment occurs JB of tt 
it creates an abno onship in the fabric of wages and prices, [fF Har 
and so prevents t! | of general prosperity. Day’ 
There is the argu that, the national income being what it is, class 
there can be no ma reneral increase in real wages, because such being 
an increase would ate an increase in the national income. This an 
argument, togeth the preceding one, has recently had a wide — year 
vogue, and was sanct by the United States Railroad Labor Board rate, 
in its last wage dé which it attacked the principle of the living crea: 
wage. cent. 
The subject also |! a bearing on the reasonable expectations of rapi 
wage-earners under the ] nt economic order, and hence on the desir- fact 
ability of maintaini: rder unchanged from the point of view of divic 
the wage-earner. [arx Socialists, for instance, contend that un- proc 
der the present ord 11 wages have a tendency to fall, and cannot abot 
be increased. In tention they are at one with those who the 
argue that money wag hould not rise more rapidly than the cost of 
living, and with thos o argue that real wages cannot be increased 
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without disaster to the economic fabric. Such arguments, it will be 
noted, are incompatible with the theory that real wages do increase 
with a growth in productivity. We shall, I believe, find light on 
these various contradictory assumptions only by a quantitative investi- 
gation of the facts. 


II 


What are the facts about national productivity and real wages? 
In an article in the Annals of the American Academy of Political and 
Social Sctence last March I presented an elementary study of the rela- 
tionship between them. The data there brought forward were sub- 
sequently checked over and augmented by Dr. Willford I. King of the 
National Bureau of Economic Research, and the results of Dr. King’s 
work were presented in an article in the New York Evening Post of 
June 7, by Dr. Wesley C. Mitchell. The data on wages and the shares 
of the national income received by various groups of producers up to 
1919 depend chiefly on these two sources, and I shall take the liberty 
of including this matter as it fits in the present discussion without 
further apologies for recounting an old story or further acknowledge- 
ments of the highly valuable contributions made by Drs. King and 
Mitchell. 
| Several studies of the course of the physical production in the United 

States, not including a complete list of products, but nevertheless on 
| a wide basis of fundamental data, have been independently made, 
| notably by Professor Walter W. Stewart, late of Amherst and now 
' of the Federal Reserve System, and Professor Edmund E. Day of 
Harvard. These studies agree substantially with each other. Dr. 
- Day’s index indicates that between 1899 and 1920 production of all 
classes of commodities increased from 64.6 to 117.0, the base, or 100, 
being an average of production for the years 1909 to 1913. This is 
an increase of about 80 per cent for the 22 years. During the same 
years manufacturing production alone increased at a slightly higher 
rate, or from 58.4 to 115.0. The population during these years in- 
creased from about 75 millions to about 105 millions, or about 40 per 
cent. Thus it is clear that total production increased about twice as 
rapidly as the population between 1899 and 1920, and that manu- 
facturing production increased at a rate even slightly higher. If we 
divide the index of production by an index of population, we find that 
production per capita of the population increased from 84 to 107, or 
about 28 per cent, and that manufacturing production per capita of 
the population increased from 76 to 105 or about 39 per cent. 
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Population 
Index 
Millions 1913=100 


1899 
1900 
1901 
1902 
1903 
1904 
1905 
1906 
1907 
1908 
1909 
1910 
1911 
1912 
1913 
1914 
1915 
1916 
1917 
1918 
1919 


1920 


85 
&8& 
90 
91 
93 
95 
96 
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106 
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109 
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receive the same share year after year, each person’s real income 
would have increased as the national product per capita increased. 
If wage-earners, for instance, had continued to receive the same per- 
capita share of the national product year after year, average real 
wages would have increased in direct ratio to the increase in per- 
capita production, and this without any relative loss to the shares of 
other classes of the population or to land and capital. What, as a 
matter of fact, happened? 


Ill 


Before the period above mentioned we have only data of the most 
general nature—production figures of pig iron, for instance, wage 
rates in some occupations, an index of retail food prices. In general 
it seems reasonable to suppose from what we know that both pro- 
duction and real wages increased between 1870 and 1896. We have 
not enough data to make possible a detailed comparison between the 
two factors in this earlier period. 

All studies of the subject, however, indicate that real wages began 
to fall about 1896 and continued to fall up to 1914 and perhaps for 
two or three years more. The most comprehensive and satisfactory 
data from which to calculate the trend of wages come from the U. S. 
Census of Manufactures. These are not open to numerous objections 
which have been made to such studies as those of I. M. Rubinow and 
Paul Douglas, which utilize wage rates in large measure and cover 
only part of the field. The Census of Manufactures covers all wage- 
earners in factories, and it gives the material for calculating annual 
earnings instead of wage rates, thus including the effects of part 
time and seasonal unemployment. It has been, to be sure, compiled 
only every five years and thus misses much of the fluctuation of the 
business cycle, but over a period of twenty years we ought to be able 
to discover a trend within reasonable limits even from five-yearly 
data. An index of real wages, made by comparing the census figures 
with the index of retail food prices, shows the following result, if we 
tage 1889 as the base: 


Inpex oF Reat Waaes (1N Foop) 
1889 — 100 
1899 — 99 
1904— 99 
1914— 89 
1919 — 98 


Thus, while per-capita production was increasing more than 30 
per cent, real wages first fell 10 per cent and then recovered to a 
position slightly below the levels of 1889 and 1899. It is thus evident 
that wage-earners not only did not receive the same share per capita 
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of the increased | year after year, but actually were receiving 
at the end of t shtly less goods than at the beginning. [f 
real wages had in lirect ratio to the increase in per-capita 
production, the i ber of real wages in 1919 would have beep 
nearer 140 tha 

The index of | prices was used in arriving at these figures 
because it is t! y good index of retail prices we have over the 
whole period. | t be closely indicative of the trend of the 
cost of living a ut since food occupies nearly 40 per cent 
of the wage-ea mily budget, we are justified in assuming, | 
think, that the ght before 1914, It certainly is not large 
enough to invali road conclusion that the trend of real wages 
was quite different trend of productivity. 

More detailed n the course of money wages and on the 
cost of living a le between 1914 and the present. It is well 
to examine these, 1 ) secure an index of real wages for 1920, 
1921, and 1922, k up any error that may be involved in 
using the retail nce 1914 when, on account of the dis- 
turbance of pri ships incident to the war inflation and de- 
flation, food pr ated more widely than other retail prices, 

The best sour« ney wages year by year since 1914 are the 
figures of averag | earnings published by the states of New 
York and Wisco! Both cover a wide range of industries and a 
large sample of t .ctory workers of the respective states. That 
the movement of N rk wages in particular may be considered 
closely indicative of y wages throughout the country is indicated 
by the census fig how an increase of average yearly factory 
wages between 1914 1919 of 99.04 per cent for New York, and 
of 99.8 per cent ution. From the New York and Wisconsin 
state figures of w nings a yearly index of money earnings was 
derived for each e two states. The New York index was then 
deflated by the B f Labor Statistics’ index of the cost of living 
for New York Ci lerive an index of real earnings. The Wis- 
consin index was d by the cost-of-living index for the United 
States, there being ty in Wisconsin covered by the Bureau. The 
two indices of rea res were then combined by giving a weighting 
of 5 to the New ¥ es and 1 to the Wisconsin, this being about 
the ratio of the ma ring populations of the two states. The 
only other state w 1s published reliable wage figures is Massa- 
chusetts, and this was not available after 1920 at this writing. 
The combined New Wisconsin index of real wages was compared 
with an index of real wages computed from the Massachusetts figures 
up to 1920, and the two series were so nearly alike that their co- 
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eficient of correlation was +.937. It may therefore be inferred that 
the New York-Wisconsin index of real wages based on the cost of 
living from 1914 to date is at least close enough to the facts to be 
given serious consideration in a broad discussion of this nature. The 
series is as follows: 


Inpex oF Waaes (Cost or Livine) 
ror New anv WIscoNsIN 


1915 — 101.7 
1914 — 100.0 
1916 — 102.2 
1917 — 93.5 
1918— 96.6 
1919 — 101.2 
1920 — 110.1 
1921 — 114.7 

1922 (10 mos.) 117.3 


This would indicate an increase in real wages of about 17 per cent 
between 1914 and the present year. If we join this new series with our 
former series derived from the census, however, and reduce it to the 
base of 1889, we find that real wages at present have increased only 
a little over 4 per cent above 1889, or about 5 per cent above 1899. 
The index number on the 1889 base is 104.4. 

Thus, even taking into consideration the recent rise in real wages, 
due chiefly to the more rapid drop of prices than of wage rates since 
1920, we have only a 5 per cent increase in the per-capita pur- 
chasing power of factory wages to compare with a 30 or 40 per cent 
increase in per-capita production in the last twenty-five years. Mak- 
ing the utmost possible allowance for error in the real wage figures, 
it is hardly conceivable that this gap would be bridged. 


IV 


What became of the augmented production of physical goods be- 
tween 1899 and the present which wage-earners failed to receive? 
The first thought is, naturally, that they may have gone to other 
elements engaged in manufacturing. Both the Marxian and classi- 
cal economists, having in mind the great increase in productive 
capital, might expect to see the share of profits and interest enlarged. 
The census figures, however, seem to prove that this is not the case, 
at least to any great degree. If we calculate the percentages of 
“Value Added by Manufacture” which were paid in wages, in salaries, 
and in the margin which went for profits, interest, depreciation, and 
miscellaneous expenses, we find that wages very nearly if not quite 
held their own, that salaries increased somewhat, and that the property 
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interest decr Dr. King’s emendation of my table oy 
this point is 


| Profits, Interest 

| Depreciation, 
Rent, and Mis. 

cellaneous 


Yea ges Salaries 


r Cer Per Cent Per Cent 
1889 14 8 48 
1899 1? s 50 
1904 50 
1909 : 1 49 
1914 41 13 46 
1919 4 12 | 46 


My first sug that the extra products were absorbed by 
those engaged ng process, and by the “overhead” trades 


or those not « roduction of physical goods. This in- 
ference is mad the fact that retail prices before the 
war seem to h than wholsale prices. Between 1899 and 
1914, for insta s of food increased 50 per cent, while 
wholesale pric« ased only 37 per cent. Unfortunately 
we have no ot! | »f retail prices to compare with whole- 
sale prices be [he same inference is indicated by the 
rapidly increa tage of the population engaged in trade 
and finance, t} h occupations having grown from 6.4 
per cent of th ployed in 1890 to 10.2 per cent in 1920. 
The evidence, idequate on this point, and although it 
seems probable t ints, bankers, advertising men, and the 
like have in pa ble for absorbing the addition to the 
national income | engaged in manufacture, they could 
hardly have abs 

Dr. King is or the data which appear to show that 


the bulk of the 


duction went to those dependent on 


agriculture for t 1. On the basis of his estimates of the 
national money finds that the share of the total income of 
the United Stat to t 


se engaged in agriculture increased 


from about 13 1889 to about 20 per cent in 1918. During 
the same period é of the 


total income going to those en- 


gaged in manufa tle and then increased slightly, or from 
about 26 per c 389 to about 29 per cent in 1918. The per- 
centage of mining showed only a slight increase, while trans- 


portation fell 


Meanwhile the persons engaged in agriculture had not 
increased nearly diy as the numbers engaged in the other occu- 
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pations. And so the larger share of income which agriculture re- 
ceived was divided among a smaller percentage of the gainfully em- 
ployed population. From these figures it is difficult to avoid the 
conclusion that the per-capita real income of those engaged in agri- 
culture rose so rapidly between 1899 and 1919 as to absorb most of 
the increment to national production which, as we have seen, was not 
shared by factory workers. Dr. King’s tables on these points are 
here re peated for the convenience of the reader: 


PerRcENTAGE OF THE Torat INCOME oF THE UNrTED 


1889 1899 


Attributed to value product of— 
Agriculture. . 
Mining....... 
Manufacturing 
Transportation 


Total 


Percentaces oF Numser or Persons Havineo Garnrut Occupations 


1890 1900 1910 


Attributed to 
Agriculture 
Mining... 
Manufacturing 
Transportation 


Total. 


It would be improper to infer from these figures that the increase 
in the average per-capita agricultural income was wholly reflected in 
the prosperity of actual working farmers. If we bear in mind the 
enormous increases in the value of good farming land, and the large 
number of tenant farmers and farm mortgages, we must conclude that 
a great part of this new income did not bring full benefit to actual 
tillers of the soil. 

The drastic fall in agricultural income in 1920 and 1921 coincides 
with the recent increase in real wages of factory workers. But it 
should be remembered that real wages have apparently not yet risen 
sufficiently to indicate that factory workers are receiving as large a 
per-capita share of the national product as in 1899. As far as their 
improvement of status is concerned, the agricultural real income per 
capita might still be more than 40 per cent greater than in 1899. If 
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the farmers are t suffering from extreme deflation, they should 
look elsewhere t gh wages for the cause. If the share of the 


national incom eived by factory wage-earners is unwonted or 


“abnormal” a » the standards of twenty-five years ago, it 
is so only by t being too small. 
A summary of ding sections shows that while the national 
per-capita pri nereasing steadily (of course with minor 
fluctuations du business cycle) manufacturing wage-earners 
experienced the { ving four periods: 
a) A period (be 2 1870 and 1896) about which little is known in 
detail except that r wages increased. 
b) A period 1896 and 1914) in which real wages decreased. 
The new surplus of iction, plus what the wage-earners lost, was ab- 


sorbed in part by: acturing salary earners, in part by the distributing 
and overhead trad t chiefly by agriculture. 

c) A period t 1914 and 1919) in which real wages showed a 
net increase, but rease enough to absorb any of the increase in per- 
capita production 899. During this period the real per-capita 
incomes of those eng | in agriculture increased as well. 

d) A period i919 and the present) in which real wages 
showed a more rapid than before. Measured from 1899, however, the 
present wage level d not show as great an increase as the increase in 
per-capita production during the same period. This recent rapid rise in 
real wages was a i by a rapid decline in agricultural income, and 
in the the per-capita e of farmers. Probably, however, the present 
share per capita of ag iture in the national income is still larger than in 
1899. 


During the c ich of the above periods there were fluctua- 
tions in wages. 

VI 

What bearing | hese conclusions on the wage theories and 
arguments mentioned at the beginning of the study? 

It is difficult to say without more data whether they tend to bear 
out the theory of marginal productivity. They do show, however, 
that under actual conditions this principle, if it is true, does not 
operate in any auto vay so as to bring about results which can 
be recognized as just or desirable. Were there any changes in the 
relative contributions of factory labor to the productive process which 
made it just that real wages should increase from 1870 to 1896, 
should decrease f1 896 to 1914, and should increase again from 
1914 to 1922, though not in proportion to the increase in per-capita 
production? It does not seem reasonable to suppose so. 

As to the argument that real wages do increase and can increase 
culy by increasing productivity, and hence that wage-earners would 
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do well to concentrate on improved effeciency, the facts do not seem 
to establish any great reality for such an incentive. The connection 
between productivity and wages is not close enough to act as a stim- 
ulus. The most that can be said is that increased productivity en- 
larges the possibility of higher wages. Whether this possibility is to 
be realized evidently depends either on the blind play of economic 
forces, or on @ higher degree of social control than has been exercised 
in the past. 

The argument that money wages should be adjusted up or down 
in direct ratio to a cost-of-living index does not seem to be confirmed. 
Wages have not moved in any such way in the past. It is, to be sure, 
necessary that money wages should increase at least as rapidly as the 
cost of living, if real wages are not to fall. But it is neither desirable 
nor necessary that money wages should fall with the cost of living. 
If wage-earners are to benefit by increased productivity, money wages 
must increase more than the cost of living in the long run. 

It is obviously not true that the real wages of one group of workers 
can be increased only at the expense of another group of workers. 
Such shifts in the distribution of the national income do, indeed, ap- 
pear to occur. But it would be possible to preserve any given status 
of distribution by increasing the real incomes of all persons in direct 
ratio to the increase in per-capita production. The increase in pro- 
ductivity alone has been rapid enough to furnish substantial increases 
in income to every one, without robbing Peter to pay Paul. This is 
not to say that it might not be desirable to award a larger share of 
the national income to the wage-earners than in the past. No one 
has yet proved that the rate of capital accumulation, for instance, 
ought to be as rapid as it is, or that society benefits from large in- 
creases in agricultural rents. But we do not need to go into such 
questions to see that increases in purchasing power of wage-earners 
might reasonably keep even pace at least with increases in per-capita 
production. 

Even if shifts in the distribution of the national income do occur, 
that fact by itself offers no assurance that a new basis of sharing may 
not arrive without upsetting any so-called “normal” balance of wages 
and prices. Where are we to look for such a “normal” year? In 
1919? But that differed from 1914. In 1914? But that differed 
from 1899. Such a balance, as a matter of fact, has apparently not 
been preserved without change through any considerable part of the 
period we have had under consideration. 

The argument that, the national income being what it is, there can 
be no general increase in real wages is erroneous, for the reasons stated 
above. If we mean by the national income merely an estimated total 
of dollars, such an estimate is arrived at by adding up the money in- 
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FACTORS IN WAGE DETERMINATIONS—DISCUSSION 


Paut H. Doveras—While believing firmly in the living wage principle, 
I have come, within the last year, to doubt both the practicability and, 
under present conditions, even the desirability of paying every adult male 
worker that which the various exponents of the standard of living advocate, 
namely, an amount sufficient to maintain the man himself, his wife, and three 
dependent children below the age of fourteen. I believe we shall have to 
abandon this as a uniform minimum standard for two reasons: first, because 
it would probably absorb too large a share of the national income for 
industry to stand the strain, and, second, because such a family is not 
typical of actual workingmen’s families. 

Happily, there are a number of very interesting experiments which point 
the way out of the dilemma. In New South Wales, in France, Belgium, 
The Netherlands, Germany, and Austria a new system of minimum wages 
is rapidly coming to the fore—namely, paying men, not a fixed sum, but 
instead a variable amount graduated according to the number of children 
dependent upon them for support. Naturally, the details of these plans 
vary greatly. The essential principle behind them, however, I believe to 
be correct, and I wish to suggest the three chief features which should 
haracterize any such system in the United States: (1) the payment of a 
basic minimum for all adult males sufficient to maintain either a single man 
living away from home or a married couple without children, (2) the grant- 
ing of an adequate additional allowance for each additional dependent up 
to a limited number of children, and (3) the creation of a pool through 
which the allowances would be paid in order to prevent discrimination 
against the men with the larger families. 


Sam A. Lewisonn.—Neither Professor Commons’ nor Professor Ogburn’s 
paper was befor? me in advance and only an abstract of Mr. Soule’s, and I 
shall not discuss Mr. Soule’s paper in detail but merely deal with one or two 
features of it as emphasizing the two points upon which I shall touch; one 
being the relation of the national income factor to the living-wage factor, 
which Mr. Douglas has already mentioned; the other the relation of general 
wages to national productivity. 

In arriving at his conclusions Mr. Soule has not, I feel, sufficiently 
emphasized the factor of immigration, which is a real complication and 
must very seriously affect any conclusion arrived at. I think this especially 
goes to Mr. Soule’s questioning of the desirability of the present economic 
order from the point of view of the wage-earner. Indeed, the fact that 
average real wages had decreased would not necessarily indicate that the 
economic status of the workmen had deteriorated. The immigrants’ living 


conditions may have been far worse abroad. Their condition may have 
improved, the position of the native workers may have improved, and yet 
average real wages may have actually decreased. 


‘Mr. Douglas sent an abstract only of his address. 
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I think this attitude is somewhat due to a defect in the terminology 
ommonly used. The very words “living wege” are a half truth. They are 
ra torice al rather than scientific, and do not suggest that either in making 
up or applying a particular set of figures the national productivity of the 
particular country and year should be taken into consideration. The term 
includes the comfort factor and excludes the national income factor. 

Nor is it clear from the language Judge Brown uses or from discussion 
elsewhere with respect to this process of relativity whether it is the statis- 
tician or the court who is to make the correction of the comfort factor by a 
consideration of the national income factor. Professor Feis suggests that in 
making up cost-of-living figures an index number of total commodities be 
ysed instead of merely retail prices of articles actually consumed, because 
it would insure a closer accord between wages and total product than the 
widely used present method. It seems to me it would be a much better 
method of approach to use ordinary cost-of-living figures and to supplement 
them with index figures of per-capita national productivity and particularly 
index figures of national industrial productivity, in the first place because 
this method is more direct, and, secondly, because it is healthy to adver- 
tise to all concerned just what the limits of the national income are and 
have been. 

In any event the figures which are generally advertised as a living wage 
indicate that the correction has not been made and that the comfort factor 
alone has been considered. I shall take some of them at random. The 
figures of the Bureau of Economic Research show that in 1918 71.4 per 
cent of the products of mines, factories, and land transportation went as 
pay to manual and clerical employees excluding salaries of officials, and 
that for that year the average yearly earnings of the same group in mining, 
factories, and transportation was $1283, $1148, and $1286 respectively; 
and Professor Ogburn estimated that the minimum of subsistence in June 
of that year, for a family of five, living in a large eastern city was $1350 
to $1400, and in November about $1500. The National War Labor Board 
estimated what was called the minimum comfort level in June, 1918, for a 
family of five in such a city as $1760 a year. 

In 1919 the national income, according to the Bureau of Economic Re- 
search, was $62,000,000, being $1690 per person gainfully employed, and 
the Bureau of Labor Statistics estimated as a standard of health and 
decency, for August of that year, for a family of five living in Washington, 
a budget of $2262.47, and for October of that year, $2288.25. These figures 
were widely published and their presentation to the public was not coupled 
with any discussion of the figures of national production, nor was there any 
suggestion that the national income imposed any limits. 

I am not belittling the realities represented by figures of the comfort 
factor. The standards set are none too high for providing for comforts 
which every enlightened person desires a workman should have. 

I recognize that the demand for a reasonable standard of comfort may 
be a spur in effecting economies of management and the installation of 
labor-saving devices; but it is submitted that this does not obviate the desir- 
ability of impartial economists emphasizing that the national income facter 
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and not to raise real wages but merely to create economic disturbance. Ex- 
tremists on the other side suggest that if wages were raised radicaliy 
in some miraculous way production would increase—in other words, we 
could, as it were, pull ourselves up by our own bootstraps. I think we 
may safely take a middle ground and assume that it is at least possible that 
the rate of progress of national productivity may be substantially affected 
by the particular wage policy adopted. 


Particularly at certain critical periods of a business cycle it would seem 


as if the policy, liberal or otherwise, that is adopted by industrial leaders and 
irbitral boards may have an important influence on the future trend of the 
curve and upon future national productivity. 

In order to make my point clear I will suppose that we are at that point 
in the depressive period of a business wave when wages are being deflated. 
A certain amount of deflation is inevitable and necessary, but at this juncture 
employers and arbitral boards are under the necessity of deciding just how 
drastic the cuts are to be. They decide not to make too drastic a cut but to 
make-up the balance of the saving in cost that is necessitated by the 
lower prices they are receiving by increased managing efficiency and the 
installation of labor-saving devices. By maintaining wages at certain 
levels at such a time, by discounting the future and not cutting quite to the 
extent indicated by the decrease in the cost-of-living index, but instead 
leaving a little “play,’’ employers may challenge themselves to create a 
greater per-capita productivity. 

There is, of course, another aspect to the question on which I will not 
elaborate—whether the fact that money wages are maintained at such a 
period does not prevent a diminution in the resources of the large consuming 
public and thus accelerate a resumption of business activity. 

But to come back to the question of productivity. There are economists 
I am sure who are skeptical whether the rate of progress can be accelerated 
inthis way. They take a rather fatalistic view and assume that the secular 
trend of production is constant; that statistics indicate that there is a normal 
growth in industrial arts, a very definite regular increase in productivity, 
which cannot be speeded up in this manner. Any departure from a policy 
of drastic wage deflation at such a juncture they say would merely have the 
effect of disturbing healthy liquidation and getting down to a so-called 
normal price level. I am one of those who am inclined to believe that a 
less drastic policy would serve to accelerate productivity as suggested and 
be a more healthy influence. 

From a broad perspective as affecting total production, this whole subject 
would seem to be more important to the economic welfare of everybody in 
the country than any question of distribution between profits and wages. 

Besides helping to guide employers, more light upon it will assist in 
furnishing principles and creating the standards which arbitral boards, 
where they exist, may follow. As I have previously suggested, too much 
emphasis has been placed on the consideration of family budgets and too 
little on the figures of total national productivity. In addition to the 
consideration of index numbers of per-capita productivity for the nation 
and for the particular industries, a certain percentage might be considered 
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THE COURSE OF AGRICULTURAL INCOME DURING THE 
LAST TWENTY-FIVE YEARS 
By Davin Frivay 
Michigan Agricultural College 


It is the purpose of this paper to set forth the course of the Amer- 
ican farmers’ income during the twenty-five years which have elapsed 
since industry recovered from the depression of the nineties in the year 
1897. The writings of those who speak for the farmer these days 
make a doleful tale. Every one seems called upon to present the pic- 
ture as darkly as may be. In the latest book on the agricultural 
situation we read that “while professing great faith in the man on the 
land, our people have developed an apathy toward the real needs of 
agriculture, until an impending disaster, long forecast and foretold, 
had to break upon our heads to awaken us.” Again we read that 
“Even today, after three years of readjustment, what the farmer sells 
is anywhere from 20 to 50 per cent nearer pre-war prices than what 
he buys. And pre-war prices themselves were notoriously unfair to 
him.” We are told that the farmer has not had both wages and re- 
turns upon his property at any time in the last fourteen years, except 
in 1918 and 1919. What happened before that we are not told, be- 
cause the figures of the National Bureau of Economic Research do 
not go back beyond 1919. The implication is, however, that the farm- 
er’s situation has always been bad, and with the progress of time 
has gone from bad to worse except for the few years when war lifted 
him out of the slough. 

These utterances are calculated to produce in the mind of a large 
part of our population, and of the agricultural community in particu- 
lar, the impression that the lot of the farmer has not improved for 
many years. Instead, history has brought him by degrees to the 
verge of financial and economic ruin on which he is now reputed to be 
tottering. Surely this is a proper sphere of inquiry for the political 
economist. If the implications which inhere in these utterances are 
sound, the situation of our agriculturists is one that warrants political 
action. If these implications are mistaken, it is well that we know it. 
For it can benefit no one, not even the farmer, to prescribe remedies for 
conditions which are non-existent. 

It is of interest to note, before passing to the examination of the 
statistical evidence regarding the farmer’s income, that there have 
been times in the past when agriculture in the United States has been 
considered prosperous. Viewed in retrospect, the year 1895 would 
not impress us as a prosperous one for the farmer. Yet in that 
year the Yearbook of the Department of Agriculture, after estimating 
the value of farm products at $2,300,000,000, issued this challenge: 
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back to 1909. Its findings produce a rather colorless impression 
just because there is no clear notion in the mind of the reader con- 
cerning the relative state of agricultural well-being in the period 
immediately preceding the European war. It seems wise, therefore, to 
select as our starting point a period in which the prosperity of the 
farmer was pronounced. 

What, then, was the farmer’s income in 1913 as compared with 
1900? What was it in 1919 at the height of war prosperity, and 
what was it in 1922? Several methods have been employed in com- 
paring the course of agricultural income at different periods of time. 
One procedure much in vogue at the present time is to set the course 
of agricultural prices over against the movement of all prices. This 
method has found special favor in the eyes of the spokesmen of the 
farming interests, and is being used by the Department of Agriculture. 
Let us begin, then, by setting down the course of prices of farm prod- 
ucts and of all commodities for the last twenty-five years as shown 
by the revised index number for wholesale prices of the United States 
Bureau of Labor Statistics. (See the table on next page.) 

When using these figures for the purpose of arriving at an index 
of the farmer’s economic condition, it has been customary to compare 
the prices which he received during past years with those of 1913. 
Likewise, in translating these prices into real income, or purchasing 
power, it has been customary to compare them with the prices of other 
commodities in 1913. Now there is nothing about the year 1913 
which entitles it to special consideration when we are seeking for a 
normal year, except perhaps that the balance existing between the 
prices of farm products and all commodities at that time had pre- 
vailed for five years. Certainly it is well to ballast our judgment by 
several comparisons taken at different times. If we compare it for 
a moment with the prosperous year 1900 we find that the relation of 
the prices of farm products to all commodities is almost precisely the 
same in 1922 as it was in that year. If we compare the prices of 
farm products with those of all commodities for the years 1897 to 
1912 inclusive, we find that the former stood at 81 and the latter at 
86 per cent, respectively, of those of 1913. Throughout this period 
of sixteen years, then, the price situation was, on the average, less 
favorable to the farmer than in the years immediately preceding the 
war. The balance between farm products and all commodities which 
prevailed in 1913 was first attained in 1909; and it remained practi- 
cally undisturbed in the five years culminating in the outbreak of the 
European war. In the two years 1899 and 1900 farm products were 
eleven points lower than all commodities. 

When we consider the years from 1914 to date, we find that the 
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ties stood at 158.3. There are good reasons for believing that the 
conclusion of the building boom, the improvement of the coal situa- 
tion, and the competition of foreign manufactured goods in American 
markets, coupled with the migration of labor from the farm to the 


city, will create a situation within another twelve months where the 


relation of prices of farm products to other commodities will be at 
least as favorable as it was in the fourteen years of agricultural 
prosperity which culminated in 1913. 

The man who has farmed continuously for the last fourteen years 
has enjoyed throughout that entire period an average price for his 
product which was, relative to the prices of all commodities, as favor- 
able as that which existed in 1913. The man who sold his farm after 
reaping the increase in prices which occurred between 1914 and 1919 
is fortunate indeed. Conversely, anyone who purchased his farm 
and equipment at the prices which prevailed in 1919 and 1920 must 
be in sore financial difficulty. The great mass of our farmers have 
neither sold nor bought farms; they have owned and operated the 
same farms throughout this entire period and for many years pre- 
vious. These men have, on the average, enjoyed a more favorable 
price situation during the last decade and a half than they did during 
the ten years from 1900 to 1909. And those were conceded to be 
years of prosperity. 

For the last two years the situation has been less favorable. This 
is due, not to any conspiracy against the farmer, but to a funda- 
mental fact concerning agricultural production which arises out of 
the nature of that industry. Agriculture, unlike most industries, 
does not decrease its productive effort or its output when demand 
decreases and prices fall in times of general depression. The reason 
for his failure to reduce production is that the farmer is not only 
capitalist and entrepreneur, but the principal laborer of his enter- 
prise as well. The additional labor is furnished for the most part by 
members of his own family. Because of this fact he is in no position 
to cut down costs by dismissing his labor, as is the manufacturer. 
He would lose more by reducing production on his individual farm 
than he could gain by the rise of prices. So agricultural output con- 
tinues at the full during depression, while manufacturing and mining 
decline. In such a situation it is quite natural that the prices of farm 
products should fall more than those of most other commodities. It 
is interesting to note in passing that owing to the decline in demand, 
the prices of metals fell to the same point as agricultural products 
during our recent depression. In December, 1922, metals were still 
fourteen points below them. 

The question will inevitably arise whether it is permissible to gen- 
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So much for the approach to this problem of agricultural income 


by way of price index numbers. <A more direct method of approach 


‘s through the figures of gross value of farm products based on prices 
at the farm. These have risen from a little less than $4,000,000,000 
in 1897 to $5,000,000 000 in 1900, and to $9,895,000,000 in 1914. 
They reached their highest point in 1919, when they amounted to 
293.783,000,000. In 1921 they fell to $12,366,000,000 and for 1922 
they stand at $14,310,000,000. The following table sets forth the 
total gross value of farm products annually since 1897. 


Annvat Gross Vatve or Farm Propucts Unirep States 


(In million dollars) 


Gross Value Percentage of Each Year to 
1913 as 100 
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These are figures of gross value, rather than net. They contain 
both the corn which the farmer grew and the pork which was pro- 
duced by feeding the corn to hogs, the oats and hay which were fed 
to the horses, and the wheat and cotton which these animals were 
employed to grow. They are subject to other limitations, too; but 
for all that they are the most accurate index of the income of the 
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ceeded the gross value of agriculture by about 5 per cent. The 
number of wage-earners employed in manufacture increased during the 
twenty years preceding 1919 from 4,712,763 to 9,096,372; while all 
persons engaged in the industry increased from 5,300,000 to 10,800,- 
000. In agriculture the increase was hardly more than 10 per cent. 
Certainly the relative growth of income per person engaged must have 
been markedly greater in agriculture than in manufacturing. It is 
certain that the rewards of agriculture have been sufficient during 
this period to increase the number of farms by 12 per cent and to 
increase the output by almost 40 per cent. 

No attempt is made here to arrive at the absolute net income, 
either in agriculture or in other lines of industry. That is an im- 
portant and interesting problem, and some day we may have figures 
covering the various industries for the period here under review. Any 
consideration of that question would raise at once several problems 
which no one has yet attacked in a workmanlike manner. One of 
these is the rental situation for residences and the amount which 
shall be imputed as income to the farmer on account of this factor. 
It is certain that this problem in rural communities is not imposing 
the burden and the hardship which the shortage of houses has created 
in our industrial centers. The number of houses in the rural com- 
munities has increased more rapidly during the last twenty years than 
has the population; and the quality of those houses has been greatly 
improved. Very few farmers find themselves called upon at this 
time to invest their capital accumulation in additional housing facili- 
ties at these high prices. This is one of the counterbalancing factors 
in the situation during the last few years which has been overlooked 
by the spokesmen for agriculture. Many a city dweller has found it 
necessary to invest as much in a home as the farmer has invested in 
his farm. 

Another factor which has been neglected in the comparison of in- 
comes in the various industries is that of taxation. In 1919, at the 
peak of prices and of income, the total taxes paid by all farmers to 
all governments, state, local, and national, were less than $750,000,000. 
The manufacturing establishments paid, in the same year, $2,079,- 
000,000; their stockholders and employees paid at least another 
billion dollars in taxes. In 1914 the farmers paid less than $400,- 
000,000 in taxes, while manufacturing establishments paid $441,000,- 
000. The increase of taxes paid out of agricultural incomes has been 
much smaller during the last decade than that paid out of urban in- 
come. These factors of house rent and of taxes illustrate the type 
of problem which confronts the investigator who attempts to arrive 
at a comparative statement of income for different industries. 
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geographical areas. Anyone who is acquainted with the situation 
- North and South Dakota and certain parts of Minnesota and 
\fontana, with their one-crop system of agriculture and their fre- 
quent crop failures, must realize that this geographical area will 
normally be in a state of distress except when a succession of fairly 
favorable years lifts them out of the slough of despond. What many 
of these sections need is not so much price stabilization or easier 
credit. ‘They need diversified farming, or, in extreme cases, railroad 
tickets to agricultural sections where the chances of success are more 
promising. 

And finally, a large group, very large indeed, is in distress because 
of sheer inefficiency, because of an utter failure to profit by the ad- 
vances which the application of science has brought to agriculture. 
Their costs of production are entirely too high. Every man who 
attempts to formulate a program for the agricultural development 
of a state or of the nation soon finds that there are two fundamental 
facts concerning agriculture which constitute the heart of the problem. 
The first of these has to do with the nature of the organization of the 
agricultural industry. Ten million six hundred thousand people are 
engaged in agriculture, and they are working on six and one-half 
million farms—less than two persons to a farm. Manufacturing 
engages practically the same number of people. There are less than 
three hundred thousand manufacturing establishments in the United 
States. The manufacturing industry has less than 700,000 people, 
all told, classed as firm members, officers, superintendents, and foremen. 
These constitute its managerial staff and are less than 7 per cent of 
the 10,800,000 people in the industry. They have been selected by 
a severe process of competition. In agriculture there are more than 
6,000,000 managers who decide what shall be produced, what methods 
of production, of financing, and of marketing shall be employed. They 
constitute over 60 per cent of all the people engaged in the industry. 

The other fundamental fact which impresses anyone who applies 
his mind to the agricultural situation is the wide diversity of pro- 
ductive efficiency which prevails among the units which the farmer 
employs in carrying on his business. Thirty per cent of an ordinary 
flock of hens lay no eggs whatever. Another third of the flock will 
lay about seven dozen apiece per year. They lay them in the spring 
of the year, when even the crows lay eggs, and when they are cheap. 
At the top are 10 per cent which will lay from twelve to fifteen 
dozen or more. These hens can all be classified by inspection. These 
are technological facts of tremendous import. The dairy cows in 
an average state will produce less than 3,500 pounds of milk, and 
less than 150 of butter fat. One-half of all the dairy cows in the 
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ACCUMULATION OF WEALTH BY FARMERS 


By L. C. Gray 
U. S. Department of Agriculture 


On account of the scarcity of the available statistics on the sub 
‘ect of this paper and the necessity of overcoming serious statistical 
obstacl s, the reader will appreciate the fact that results accurate to 
the last figure were not to be attained. In short, the task is the mak- 
ing of an estimate of unknown magnitudes in the light of the best 
data obtainable. 

The first question that I have attempted to answer is, how much 
have farmers as a class accumulated? That is, what is the net worth 
of farmers as a class? This estimate has been made as of January 
1, 1920, for at this date there is a fortunate concurrence of census 
data and other statistical material needful for the task. 


I. The Net Worth of Farmers 
1. Farm assets. 

a) Farm real estate. All farm real estate belonging to owner 
operators is an asset of the farming class. This amounted in 1920 
to $24,058,745,303 for land and $6,651,975,461 for buildings. The 
farm real estate owned by part owners as distinguished from that 
rented by them is also clearly an asset of actual farmers. This amount- 
ed to $4,480,927,688 for land and $700,252,276 for buildings. 

There remains the land rented by tenants, the land rented by part 
owners, and the land operated by hired managers. For these three 
groups, amounting in all to nearly half the total value of farm real 
estate, it is desirable to determine the proportion that belongs to 
actual farmers—that is, to farm operators. The Division of Land 
Economics has accumulated figures on the occupations of upwards 
of 23,000 owners of rented farms widely distributed throughout the 
United States. On the basis of these statistics I am enabled to em- 
ploy an index of the percentage of all owners of these classes of farm 
real estate who are actual farmers or wives of actual farmers. Em- 
ploying this index gives a figure of $8,412,764,822 for land and 
$1,322,947,778 for buildings. 

b) Live stock and implements. By a study of the results of 11 
business analysis surveys made by the Bureau of Agricultural Econom- 
ics, involving 2,219 farms, the average percentage of operating capi- 
tal owned by landlords was determined and these percentages were 
then multiplied by the total value of live stock and implements owned 
by each class of tenants.’ The landlord’s share is relatively a ve ry 
small figure, and this has been distributed between farmer landlords 


‘For these data I am indebted to advance statistics supplied by the Bureau of the 
Census. 
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c) Crops January 1. The following method of esti- 
mating the hand January 1 has been employed: 
Taking data ps by months, it was assumed that the 
percentage si nths following January 1 represents the 
amount on ha This is 80 per cent. Since approxi- 
mately 60 p value is sold we have 30 per cent of 60 
per cent or 18 the total crop value of the previous year 
on hand Janu 

It is estima cent of the total value of crops is fed to 
live stock. <A part of this amount on hand January 
1 is measured portion of live stock sales in six months sub- 
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(50 per cent of 
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1919, other tl lucts raised for home use, was $15,295,- 
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This is 29 per cent and indicates a total of $1,685,000,000 that may 
be divided between tenant farmers and landlords. The landlord’s 
share of this would be approximately 35 per cent, leaving 65 per cent, 
or $1,095,000,000, belonging to tenant farmers. However, we have 
found that about 32 per cent of the owners of tenant farms themselves 
belong to the farming class. Making allowance for this, only 24 per 
cent, or $404,000,000 is attributable to those landlords who are not 
farmers. ‘This leaves a total of $5,408,000,000 as the value of crops 
on hand January 1 belonging to actual farmers. 

d) The value of growing crops. The two principal growing crops 
on hand January 1 are winter wheat and rye. 

The acreage of these crops has been multiplied by a figure on cost of 
planting wheat, including labor, seed, and fertilizer, for three winter 
wheat states.* 

The figure thus obtained is $277,019,520. 

e) Other items of farm capital. There are a few minor items of 
farm capital to be considered. On most farms there are miscellaneous 
supplies on hand, including such things as lumber, fencing, fertilizer, 
purchased feed, etc.” 

It is the opinion of those in charge of farm business analysis studies 
in the Bureau of Agricultural Economics that the gross value of these 
items likely to be on hand is only a small fraction of one per cent of 
the total value of farm capital. There has been allowed for this item 
$300,000,000, or roughly $50 per farm. 

Theoretically, the average cash on hand needed to run the farm 
is also an item of capital. A study of business analysis records in- 
dicated that about one per cent should be allowed for this item, or 
approximately $800,000,000.° 

The various items of farm capita] and the distribution of owner- 


*Permanent pasture is probably included in real estate value, and the same is 
true of orchards. A few winter forage crops, such as crimson clover, winter oats 
in the South, etc., may be disregarded for present purposes. 

“Cost of Producing Wheat”, 1919, by M. R. Cooper and R. S. Washburn, Bul. 
No. 943, U. S. Dept. of Agr. 

‘There might be a slight error due to the difference between the cost of wheat 
seed and the cost of rye seed. The total acreage of the two crops harvested in 
1920 was 42,816,000 (Yearbook for 1920). It did not appear desirable to attempt 
to divide the estimated value of growing crops between farmers and landlords. 
Indeed, technically it may be questioned whether any of it is assignable to landlords. 

‘Unfortunately these are not included in the capital account of farm business 
analysis studies but are carried direct to expense column. 

‘The studies showed that the amount designated by the average farmer as cash 
to run the farm is an item which varies ordinarily from 0.4 to 1 per cent of the 
total farm capital. In the plantation sections of the South where the advancing 
system prevails the item may run as high as 4.8 per cent. Since it is practically 
inseparable from the total cash and deposits of farmers, it will be later allowed 
for in the estimate of bank deposits owned by farmers, and deduction will be 
made for the duplication. 

In the case of both miscellaneous supplies and cash to run the farm, it does 
not seem necessary to make any deduction for that part owned by landlords who 
are not farmers, for it is believed that their share is relatively insignificant. 
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to get a weighted average ratio figure. This was then applied to the 
net farm capital owned by owner operators and part owners. 

The magnitudes for croppers and tenants was determined not by 
the use of a relative based on net worth, as in the case of owners and 
part owners, but simply by multiplying the absolute averages per 
farmer by the total number of farmers in each of the two tenure 
classes. 

The samples of wealth owned by croppers were for the most part 
taken from sections of the country not representative of the plantation 
croppers, but rather of a class of croppers somewhat higher in the 
wealth scale. Data on plantation croppers for some of the items of 
wealth, as well as for debts owned, are available from certain plan- 
tation studies made by the Division of Land Economics, Bureau of 
Agricultural Economics. Since the plantation croppers are approxi- 
mately three-fourths of the total number of croppers, a substantial 
revision of the figures on croppers’ wealth was made on this account. 

The results of these estimates of the items of other wealth are 
summarized in the following table: 


Orner WEALTH OwneED By Farmers 


| Cash and 
depositsa 


Town realestate 


Ss 
tocks owned | Bonds owned quate guna 


Tenure 


Croppers $ $ 325,433) $ 68,341} $ 18,224,236 
Other tenants 1,893,713,Q00 124,985,058 206,414,717 225,351,847 
Part owners 200,203,260 64,732,080 29,841,120 16,383,360 


Owners | 1,463,996,740 825,667,920 457,758,880 471,216,640 


$3,635,690,034| $1,015,710,491| $ 694,083,058) $ 731,176,083 


| Household |Bills receivable | Miscellaneous | 
goods (Including other property | 
mortgages (not including 
owned by farm capital) 
farmers) 


Croppers 59,554,199 15,620,773 1 — 
Other tenants 702,567,523 427,979,138 58,705,103 
Part owners | 148.270,680 100,418,040 126,140 
Owners | 1,060,129;320| 1,107,981,960 74,073,860 


| $1,970,521,722) $1,651,999,911 $134,555,959| 


} 
Total of other wealth owned by farmers $9,833,737,258 


alt is recognized that the method employed gives a result for cash and deposits 
of tenants which is relatively too large as compared with cash and deposits of 
owners, 

It may be noted that some of the other items of the above estimates have been 
scrutinized in the light of various available checks, the chief value of which has been 
to indicate that the errors in the figures above used are not unduly large when 
considered in their relation to the general purpose of obtaining an estimate of the 
net worth of the farming class as a whole. 

*Since these classes own but little farm real estate, and since this is by far the 
largest item in farm capital, the use of the relative method of calculation would 
have exaggerated unduly the amounts of the various items of property owned by 
tenants and croppers. 
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ly advanced age grouping, 26.6 per cent being over 60 years of 


and 57.5 per cent over 50 years of age. 


rter 
= On the other hand, as shown by the Census of 1910, the percentage 


of owner operators who are mortgaged declines sharply in the higher 
age groups. This is shown in the following table which is derived by 


a simple calculation from figures published in the Census for 1910. 


1OWS 


Per cent of all Per cent of all 
farmers in various|farmers in various 
age groups whojage groups who 
are full owners ofjare owner opera-|Ratio of 
the farms they |tors of mortgaged 
operate 


4 vrs. and under 
to 34iyrs. 
to 44 yrs. 


We may put these groups of facts together to form the following 
conclusions: About two-thirds of all landlords are either retired 
farmers or active farmers. Both classes show a large percentage of 
cases in the higher age groups. The census data indicate that of 
owner operators in the higher age groups a smaller percentage are 
mortgaged than in the lower age groups. Indeed for the age groups 
55 years and over the unweighted average percentage of farm owner 
operators who report mortgage indebtedness is 23.4 per cent,” while 
for owner operators of all age groups reporting to the census on the 
subject of mortgage indebtedness in 1910, 33.6 per cent were mort- 
gaged. 

A rough presumption from the above facts is that probably the per- 
centage of tenant farms mortgaged is not more than two-thirds as 
great as the percentage of owner operated farms subject to mortgage. 
In 1920 the mortgaged farms were 41.3 per cent of the cases reporting. 
It is presumed, then, that not more than 27 per cent of the tenant 
farms were mortgaged. On the basis of this rough presumption, and 
assuming that the proportion of mortgage debt to value of mortgaged 
tenant farms is the same as for mortgaged owner farms, we obtain a 

“Obtained by weighting the figures in the last two age groups, by the percentage 


of all mortgage owners in each age group, and averaging the two groups thus 
weighted. 
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were about 89.3 per cent of what they were in December, 1920. On 
this basis the probable figure is $3,455,813,034. 

In addition to their indebtedness to banks on personal and collateral 
security, farmers owe money to merchants for food, clothing, imple- 
ments, ete., and also to private individuals. Our information on these 
forms of indebtedness is of the most vague and unsatisfactory char- 
acter. 

The figure which I have employed for these items is $1,605,900,211. 
When added to the indebtedness to banks, a total short-term indebt- 
edness of $5,061,713,245 is indicated. The estimate is arrived at by 
employing several different methods of measurement. The starting 
point was data on indebtedness from survey material concerning 
1102 farmers already employed for other purposes. The data on 
indebtedness were classified by source of loans, in which bank loans were 
included. Since the last item mentioned has already been estimated 
on a fairly reliable basis for the nation as a whole, it constituted a 
point of departure in the use of the data and a criterion by which to 
judge of the adequacy of the resulting estimates. This made it clear 
that the absolute figures, being for the South, were too low when 
multiplied by the total number of farmers in each tenure class for the 
nation as a whole. It was found that the ratio to total farm capital 
less mortgage indebtedness also gave a figure too low for the nation as 
a whole. However, two other relatives gave results that seemed within 
the limits of probability. The first relative was determined as follows: 
The average indebtedness for each tenure class was multiplied by the 
total number in that class for the South as a whole. The ratio of the 
total indebtedness to the total value of farm property was ascertained 
and this ratio was then applied to the total value of farm capital for 
the nation as a whole. This gave a result of about $5,600,000,000. 
Another index was employed as follows: The ratio of bank debt for 
the known cases to total indebtedness was calculated. It was found 
that this was 70.99 per cent. Since the indebtedness to banks for the 


nation as a whole had been determined, it was thus possible to determine 
a figure for the remaining indebtedness. This made a total for all 
short-term loans of about $4,500,000,000. The final estimate em- 


ployed is about half way between the two magnitudes.” 


“Its reasonableness was also tested in the light of scrappy information available 
m store debts, cotton liens, and other forms of farm indebtedness. 
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worth of farmers as follows: 
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tors of wealth, I have decided upon 2,083,394." Multiplying this 
figure by an average of $350 per capita indicates about $700,000,000 
as the wealth of farm laborers. 

Adding this to the estimated net worth of farmers we have a total 
of $62,522,729,703 as the net worth of the farming class, or a per 
capita net worth of $1,978. It is interesting to compare this with 
the per capita wealth of the whole population. The wealth of the 
United States at a date approximating December 31, 1920, has been 
estimated by Mr. W. R. Ingalls at $290,909,285,628,” or about $2739 
per capita. If we deduct the farm wealth and farm population from 
the totals of the Ingalls estimate, the remainders indicate a per capita 
wealth of $3060 for the population not engaged in farming. 

In a paper on “The Net Volume of Saving in the United States,” 
Dr. W. I. King estimates the material wealth at the beginning of 
1919 at $294,145,000,000, or only about three billion dollars more 
than Mr. Ingalls’ estimate for December 31, 1920. This indicates a 
national per capita average of $2820 for the total population, or 
approximately $3175 when we exclude people engaged in farming and 
the wealth owned by them. 

While the figures are not precisely comparable as to time, each of 
the two estimates, the one made a year earlier and the other a year later 
than the estimate of wealth owned by farmers, indicates per-capita 
wealth about 50 per cent higher for the non-farming classes of the 
population than for the farming class. 


5. The net worth of farmers by classes of tenure. 


Since croppers and other tenants own comparatively little farm 
real estate and owe but little on farm mortgage indebtedness, I am 


*The Census figure for farm laborers in 1920 is 1,700,000 lower than that for 
1910. This great difference is probably due largely to the change in the date 
of taking the Census from April 1 to January 1. It is to be presumed that the 
diminution in number is largely through the elimination of the casual laborers dwell- 
ing in towns and also of those casual laborers in the country who would probably 
not be employed on January 1. The casual laborers from the towns probably should 
be excluded from the farming class, and the casual laborers dwelling on farms 
probably own little wealth not belonging to the farm family or to the family of a 
regular farm laborer who is the head of a family. Consequently, both may safely 
be left out of consideration for the present purpose. There remain, then, the 
4,161,690 farm laborers given in the Census of 1920. The problem is to determine 
what proportion of these would probably be sufficiently independent of farm 
families already considered in this estimate to be accuntulators of wealth on their 
own account. It seems probable that the great majority of women farm laborers 
would not be independent accumulators. The same conclusion probably applies 
largely to male farm laborers working on the home farm. While there are a small 
number in each of the two classes of laborers who are independent farm laborers, 
they are probably offset by the boys in the group working off the home farm who 
belong to farm families and contribute their incomes to the farm family budget. 
Subtracting the two groups from the total number of farm laborers leaves 2,083,394 
laborers who may be regarded as probably accumulators of wealth. 

“Ingalls, W. R., Wealth and Income of the American People. 

“Journal of the American Statistical Association, December, 1922. 
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enabled to ma farmers’ assets, liabilities, and net 
worth by class 
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*Based on actual st lr of croppers as of December 31. The study 
involved data from ‘or about 300 croppers in Mississippi and 
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*This is mortgage d wned by the tenants but not operated by the 
owners. It is estimat iting the total mortgage debt owed by farmers 
in proportion to the | estate owned by each class. 

*The total farm po; timate of laborers not belonging to families 
of fafm operators wa among the various tenure groups in proportion 
to the number of farm ip, as reported by the Census of 1920. 
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Part Owners 


Real estate owned & operated 

Equity in farm real estate other | 
than that operated. 

Implements and live stock 


Crops on hand, growing crops, | 


miscellaneous supplies, 
and cash to run the bus- } 
iness. 

Other property. 


Total assets.. 
Less duplication of cash. 


Net assets. 


Mortgage indebtedness. 
Short-term indebtedness.... 


Total liabilities. 


Net Worth. 


171 


Per farmer 


$5,181,179,964 


PU 
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$12,829 


$7,165,803,447 


Per capita 


3,675 


300 


*aObtained in same manner as 
“It is assumed that landlords 
live stock of part owner farms. 


"Includes indebtedness on farms owned but not operated by owner. 


in case of tenants above. 


have practically no equity in the implements and 
This assumption is approximately correct. 
“Total of these items distributed in accordance with the proportion of the value 
of all farm property that is in farms of part owners. 
“The total for owners and part owners distributed in ratio of number of farmers 
in each group and the ratios of the average amounts of each class of property 
per capita, as reported in local surveys employed above. 


bution see note for corresponding item for tenants. 
“Distributed in the ratio of the value of farm property on part owner farms to 


all farm property. 
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Significar ; a measure of accumulation. 
It is obvious t t worth of farmers in 1920, amounting as 


puch 
estimated abs 562,000,000,000 1s not a complete measure 


class. 


of the econom ide up to that date by the farming class, 


As pointed ou \\ King in a paper referred to above, jt 
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value of farm | 
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ctual improvements other than build- hon 
ings, although that of the $26,000,000,000 of increase — 
in the nominal i from 1910 to 1920, only a small pro- 

portion could | but to constructive additions to value. 
However, thers reater difficulty. As the decades have alee 
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quired hard work and the very real exercise of thrift. It is true, 

nuch of this transfer of land by purchase has been within the farming 
class. Much of it, however, has been repurchased from persons who 
have retired from farming or from city people who have inherited or 
acquired by marriage the ownership of farm land. 


II. Income Received by Farming Class 


Source of income. 


Of the total net return of agricultural industry a part goes to the 
farming class, but also a large part is received by other classes who 
own farm property or who have made loans to farmers. Offsetting 
this in part farmers receive a certain amount of income from capital 
owned by them in industries other than farming. Since we have cal- 
culated the amount of farm wealth owned by other classes and the 
amount of wealth other than agricultural wealth owned by farmers, 
we need only an estimate of rates of return on the various kinds of 
vealth to calculate the amount of the net income from the farming in- 
dustry received by those who are not farmers and the amount which 
is returned to farmers from investments in other industries. 

First, we need the average percentage that rentals are of total 
farm real estate. As a starting point for this we have the study of 
the ratios of cash rentals to the value of farm real estate on about 
175,000 cash rented farms made by the Division of Land Economics, 
Bureau of Agricultural Economics. For the cases studied an average 
figure of 3.55 per cent was obtained, and this figure was published in 
a preliminary report of the Division of Land Economics. However, 
when the rates for the cases studied are weighted in accordance with 
their regional importance as determined by the total value of farm 
real estate in the several regions, a probable ratio of 4.8 for the na- 
tion as a whole is obtained. A study of the ratio of share rentals 
to real estate values for a number of surveys which make such infor- 
mation available indicates an average share rental of about 6.5 per 
cent. Data for croppers and standing renters in the South were 
also obtained. Weighting the several figures by the relative number 
of tenants in each sub-class of tenure, we get a combined average 
rental rate of 6.3 cents. On these bases out of the total farm income 
there is paid in rentals to those who are not farmers $1,303,368,524. 

The next item is the interest on mortgage indebtedness owed by 
farmers. According to the study of Farm Mortgage loans by Valgren 
and Engelbert, the weighted average interest rate on all classes of 
mortgage loans reported by 8,134 banks was 7.29 in March, 1921. 
In order to determine the probable interest rate on mortgages paid by 


as 
Ass, 

of 
loes 
the 

as 
rn 
icly 
th 
rm 
the 
ers, 
ield 
th 
Are, 
ried 
igh 
OVE 
lis 
rg 
ing 
ible 
ble. 
ent 
ild- 
‘ase 
lue. 
ave 
hip 
by 
by 
as 
re- 
gely 
not 
the 
the 


174 Economic Association 


farmers in . , an index number has been based on th, 


average | ds for the three years 1917, 1918, and 
1919 as com] rage yield for March, 1921.” 

On this bas ited that interest rates on outstanding mort- 
gages in Jan ), aged 6.4 per cent and at this rote farm- 
ers paid during ling on that date $381,912,626 as interest 
on mortgagt 

On this ba from upwards of 9000 banks the average 
interest rate m loans of $100 or more was estimated 
at 7.96 per « irch, 1921. It is necessary to obtain an 
index of variat this figure back to January 1, 1920. As- 
suming as an ition the rate on 60-to 90-day commercial 
double-name | ! York, the interest rate in January, 1920, 
was 78 per c at it was in March, 1921, or 6.21 per cent. 
Another index i by the average rates for commercial, agri- 
cultural, and of the Federal Reserve Bank of Kansas 
City for Janua , which would indicate a rate on short-term 
farm loans of 6.9 ry 1, 1920. Guided by these indices I 
have assumed rate of 634 per cent. Accordingly the 
interest payn t-term indebtedness may be estimated at 
$341,665,644 

Apparently, total payments made by farmers to other 
classes on acc ind interest approximated $2,026,936,794, 
or about $314 

If this was ] ther classes how much income was left for 
farmers thems: [f we knew the net value product of agriculture 
we could ans¥ tion simply by subtraction. Time has not 
admitted of my r an original estimate, and I have taken the 
net value prod ¥ iitural industry, as estimated by Dr. 
W. I. King, of t Bureau of Economic Research.” 

According t te by Dr. King (Vol. II of Income in the 
United States), turn from agriculture to entrepreneurs and 
other property the year 1919—the best year in terms of 
income farmers njoyed—was $13,335,000,000, and for 
1920 it was $8,1 Now, we may regard our estimates of 
the value of far yperty and the share of it owned by other classes 
as of January | 120 pplicable either to the year 1919 or 

™It is necessary to r that since mortgage contracts nominally run from 
three to five year rtgage indebtedness outstanding on that date 
had been contracted time previously. 

"The rates are tl t the Survey of Current Business, issued by the 
Department of Con 

“Since the origin 


lished some small revisions have been made. 
Of course, I can not 


tered figures until they are officially issued by 
the Bureau, but I h mitted to check them with the published figures. 


Apparently, the ext is not sufficient to impair the general signi- 
ficance of the magn 


to the 
ventory 
I 
for eac 
interest 
Januar 
of $11 
averag' 
1920. 
How 
ceive f 
estimal 


which 


|| 
In t 
only f 
on Ag 
1920, 
2000 
3 per 
of $4 
tal ho 
of $2 
maini 
bably 
or ot 
own 
beari 
defer 
non-1 
come 
that 
to fa 
not 4 
Indees 
the ba 
accure 
would 
retu 
: 


Accumulation of Wealth by Farmers 175 


to the year 1920. That is, the estimate may represent the farm in- 
ventory for the end of 1919 or for the beginning of 1920.” 

I have therefore deducted from the net value product of agriculture 
for each of the two years the estimated amount payable in rent and 
interest to other classes on the basis of the estimates made as of 
January 1, 1920. This would indicate net incomes for the farmers 
of $11,308,063,206 for 1919 and $6,084,063,206 for 1920. The 
averages per farm on this basis are $1754 for 1919 and $944 for 
1920. 

However, we have also to consider the return which farmers re- 
ceive from investments outside of farming. According to the above 
estimates farmers owned in 1920 the following forms of property 
which might be sources of income: 


Cash and bank deposits....... $3,635,690,034 
Stocks owned... rr 1,015,710,491 
Bonds owned. . 694,083,058 
Town real estate...... 731,176,083 
Bills receivable... . eee 1,651,999,911 
Miscellaneous property......... 134,555,959 


In the case of the bank deposits it is probable that income is derived 
only from time deposits. The Report of the Congressional Commission 
on Agricultural Inquiry (Volume on Credit) indicates that in May, 
1920, time deposits were 37.7 per cent of all deposits in upwards of 
2000 counties classed as agricultural. Assuming an average rate of 
8 per cent on time deposits we get an indicated income from this source 
of $41,119,653. Assuming an interest rate of 4 per cent on the to- 
tal holdings of bonds would give presumptive income from this source 
of $27,763,322. These two items amount to $68,882,975. The re- 
maining items of wealth are problematical as sources of income. Pro- 
bably a large proportion of town real estate consists of vacant lots 
or other unproductive property. Bills receivable include mortgages 
owned by farmers, but also probably a large amount of non-interest 
bearing credits arising from sales of farm products or property on 
deferred payments. Most of the miscellaneous property is probably 
non-income yielding, since the more important classes of probable in- 
come yielding property have already been considered. It is possible 
that the several items mentioned might add as much as $150,000,000 
to farmers’ income but it seems much more probable that they would 
not add more than a third to half of this amount. Hence, it appears 


*I should prefer to have estimates for both the beginning and end of each year. 
Indeed it would be possible to project the present estimates backward or forward on 
the basis of price indices, but it may be questioned whether we have indices sufficiently 
accurate so that we would gain a great deal by such a refinement. Moreover, it 
would also be necessary to project forward and backwards the estimated rates of 
return on property. 
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that altoget f these outside forms of property the tota| 
income recei\ s between $125,600,000 and $150,000,000. 


and therefor led not more than $20 to the average incon 
per farm fa ng the average to $1774 in 1919 and t 
$964 in 

When we m laborer population to farm operating popula. 


tion, making for the wages of farm laborers, we obtaiy 
an estimate ta income of the farming population in 1919 
amounting to $4 1 $244 in 1920. 

Since the tional income by Dr. King of the Nationa 


Incom 


Bureau of | 1as thus far been carried only up t 
1918 it isd parative purposes to reduce our estimat: 
of the per « f farmers to a 1918 basis. Taking Dr 
King’s figur e product of agriculture in 1918 as 
starting point, | made the following estimate of the comparativ: 


income pe! ca I ind otner classes: 


Per capita Per cent of 9 10 
income, 1918. total income, 1918 ann 
4000 

5000 
Farm populati 35s 46 
Other classes 


19000 


The range 


Statistics « necome per capita alone, while furnishing 4 


basis of com] classes of the population, cannot giv 


us a correct i the possibility of accumulating wealth from 
income unless \ ng about the range of income.” 

I am fortuna s data from seven local surveys which give 
the actual inc 1 by 1300 farmers. Two of these surveys 


*T have reduced i by other classes on account of capital invested 
in agriculture to I iming that it bears the same ratio to the cor- 
responding items of agricultural capital in 1918 is to that of 
1920. The small it received by farmers from ownership of property 
not invested in ag reduced to a 1918 basis by employing the same 
ratio. 

It should be n ( figures on income are for actual income and 
not labor income 

*On this point w: tle information in the past. In the volume on 
Income published Bureau of Economic Research Dr. Knauth has 
attempted a divi: f farmers between those under $2000 and those 
over $2000, using t I f income to the Bureau of Internal Revenue 
and distributing timated income between the two groups on the 
basis of data on a from farming for 400 cases supplied by a survey} 
in New York mad I ersity 

Unfortunately mos rather abundant data obtained from local surveys of 
farm income cann for this purpose. 
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.re in the North and three in the South. I have arranged the individ- 
ial cases In groups having a group range of $500." 

I propose to use the combined results of these surveys to distribute 
the national income of farmers for 1919 and 1920, as estimated above. 
In doing so I realize that the basis of distribution is rather narrow, 
but it is the best we have, and a careful study of it leads us to believe 


Rance or Incomes Recervep spy Farmers, 1919, 1920. 


No. of Amount | Average | Amount | Average 
Farmers | Income Income, of | Income, 
Income Range. re > Jan. 1, |Received 1919 


Income | 1920 


1920 in 1919 |——————_] Received | 
(Thous- |(Millions)| Current | 1920 | Current 
come ands) dollars | | dollars 


|(Millions) | 


Negative Income | 4.5: 29% Loss 
500 4 263 .2 

1000 1,029 .¢ 

1000 1500 1,281.6 

50) - 2000 1,624 .§ 
9000 - 3000 2,025 

- 4000 1,647 

- 5000 915 

- 7500 1,178 
7500 - 10000 503 } 
10000 - and over 972.7 | 14,965 5 | 8,132 


bo 


that it gives a fairly good indication of range of income received by 
farmers.” 

It is a very striking fact that in 1919 approximately 70 per cent 
of the farmers were in groups averaging $1716 or less, while in 1920 
70 per cent of the farmers were in groups averaging $933 or less. 
Approximately 40 per cent of the farmers belonged to groups aver- 
aging $729 or less in 1910 and $396 or less in 1920. Over one-sixth 
of the farm population were in groups that had average incomes of 
$326 or less in 1919 and $177 or less in 1920. 

What standard of living should be maintained before savings be- 
come possible must be largely a matter of opinion—perhaps largely 
a matter of sentiment. The figures do indicate a substantial group 

*It should be said that the southern surveys were for the year 1919 and the 
northern surveys for the year 1918. Both were relatively good years from the 
standpoint of the incomes from farming. The southern surveys show a considerably 
greater income range than do the northern surveys, for the former reflect the specu- 
lative conditions prevailing in the Burleigh tobacco region of Kentucky and cotton 
producing regions of Tennessee and Texas. 

*It should be noted that I have not used the absolute amounts of income, but 
have calculated the percentage of total income in the surveys received by a given 
percentage of the farmers. These percentage figures, rather than the absolute 


incomes indicated by the surveys, have been used to find the range of the national 
incomes. 
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of farmers 


dequate for some accumulation. If we dray 
the line at a mes of $1700 to $1800, we find 44 per cent 
ine in 1919 and but 16 per cent in 1929, 
d that some of the lower groups contain g 


of the farms 
It should als 
considerable 
ability will 
the places of 


ng men just getting a start who by superior 
gher income classes, but largely by taking 

of those classes who are dropping out, 
suggest that the accumulation of wealth 
in agriculture would a very slow process without on the one hand 

painful thrift or on the other hand the 
sing land values. If the latter tendency should 
cease there is to believe that the rate of accumulation among 
American farn approximate very much more closely to those 


rates of accun n Europe which require the savings of several 
generations to pé 1 farm. 
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INCOME OF FARMERS—DISCUSSION 


0. E. Baxer.—The general conclusions of Dr. Gray’s study, that the 


per capita wealth of the farming population is about two-thirds and the 


per capita income in 1918 about one-half that of the total population of the 
United States, are confirmed by previous less complete studies of the sub- 
‘ect, and may be accepted, I believe, as approximately correct. Certain 
details, however, particularly the amount of non-farm property owned by 
farmers and of farm property owned by non-farmers, it should be recognized, 
are based on meagre data derived from surveys not well distributed geo- 
graphically from the viewpoint of representing the United States as a whole. 

Since Dr. Gray’s conclusions are inherent in his data, perhaps this dis 
cussion may be devoted most profitably largely to comment concerning the 
character of the basic data. 

The estimates as to the wealth of farmers are based on the results of the 
recent census, supplemented by the answfrs on questionnaires received 
from 25,000 owners of rented farm land, well distributed throughout the 
United States, and supplemented further by the results of a series of eco- 
nomic surveys made by the Divisions of Land Economics and of Farm 
Management in the Bureau of Agricultural Economics. Much of the 
census data have been available heretofore, but the data secured from the 
questionnaires sent to owners of rented farms and that derived from the 
farm surveys are entirely new and essential to the determination of the 
wealth of the farming class. In particular, these surveys provide data 
on four points concerning which there has been incomplete or no information 
heretofore: 

1. How much farm wealth is owned by farmers and how much by persons 
who are not farmers? 

2. How much non-farm wealth—city property, bonds, stocks, etc.—is 
owned by farmers? 

3. The debts and obligations owed by farmers to non-farmers. 

+. The distribution of farm wealth among the several tenure classes 
that is, how much wealth, both farm and non-farm, is owned by owners 
of farm land, by tenants, and by farm laborers. 

All that the census provides is the value of farm land, buildings, ma- 
chinery, and live stock, and although this information is basic, it affords only 
partial answers to questions 1, 3, and 4, and no indications even of an answer 
to question 2. On the other hand, the census figures are complete so far as 
they go, in that they include practically every farm in the United States. 

The questionnaire data, although much smaller in extent, were received 
from almost every county in the United States, and appear to be reasonably 
representative. 

The farm surveys cover many more items than the census or the question- 
naires, but the number of farms included is meagre and not well distributed 
geographically. Those made by the Division of Land Economics, and 
used as a basis for estimates of the non-farm wealth of farmers, are confined 
to the states of Texas, Tennessee, and Kentucky. The surveys include, 
however, wide differences in systems of farming—cotton production in the 
Black Prairie of Texas and in Jackson County, Tennessee, general farming 
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In conclusion may we ask the question, why the per capita wealth and 
income of farmers continue so much smaller than the averages of other 
occupations ? Are farmers less productive, indeed, only about one-half as 
productive as city people? The American farmer produces more probably 
than any other farmer in the world—undoubtedly, relative to urban workers, 
his efficiency is greater than that of farmers in foreign countries. Each 
American farmer and farm laborer feeds, on the average, nine people other 
than himself in this country and one more person living in foreign lands. 
His efficiency, moreover, increased fully 15 per cent between 1910 and 1920 
—certainly a greater increase in efficiency than can be claimed for urban 
labor. 

One of the reasons for the farmers’ small income is to be found, perhaps, 
in this increase in efficiency. In most occupations the more a man produces 
the more he receives in return, but with farmers, as a class, frequently the 
more they produce the less they receive. A big crop is usually worth less 
than a small crop. 

American farmers have been producing a larger surplus in recent years 
than ever before. Part of this surplus is due to diminished domestic per 
capita consumption, as well as to increased production. The farmers are 
beginning to correct this unbalanced condition by letting crop land lie idle or 
using it for pasture, by letting some pasture land revert to forest, and 
by moving to the city in twice the normal numbers. Farmers do not like 
to restrict production—it violates their moral traditions—but they are 
being forced to do so because of lack of capital to hire labor and pay for 
machinery. The aggregate production of the ten leading crops (about 85 
per cent of the total crop acreage) was 12 per cent less in 1921 than in 
1920, and 6 per cent less in 1922. Prices of farm products are rising and 
the conditions are somewhat improved. 


Joun D. Biracx.—We must feel grateful to Dr. Gray, Dr. Friday, and 
for that matter also to Dr. King of the National Bureau of Economic 
Research, for the work which they have done on farmers’ incomes. It is 
a matter upon which there is a vast amount of confusion. Some of this is 
due to careless terminology. He who plays with a word so common as 
“income” must expect the public to have its own way in understanding it. 

Dr. Gray and Dr. King have gone to the only sources of data available. 
Out of census data and fragments here and there in the files of the United 
States Bureau of Agricultural Economics, they have built up in an ingenious 
and masterful manner a set of estimates which we can look upon as reason- 
ably dependable. The estimates are probably about as serviceable for most 
of the uses to which such data are put as they would be with half their 
present error. 

The United States Bureau of Agricultural Economics has in its files 
the so-called “labor incomes” of over twenty thousand farmers. A great 


deal of time has been spent in calculating these incomes. Scores of experi- 
ment station workers in the various states have coéperated in compiling 
these income figures. They are constantly being used in farm journals, 
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in editorials in t y press, and even in the popular weeklies, as 
evidence upon the t of farmers’ incomes. 
It is therefor: ting 


to note that Dr. Gray, coming to us directly 
from the haunt t ibor-income figures, does not even use them as 
fragmentary evid [he workers in the National Bureau of Economic 
Research likewis President Friday ignores them; he also 


found them of in his work for the Treasury Department 
on agricultural i: 3 and savings. 


The conclusior t] is that “labor-income” data can serve very 


little as evidence t necomes of farmers. If the general public could 
be converted to t way of thinking, one chief cause of confusion on 
the subject would ved As a matter of fact, the labor-income 
concept was deve | for an entirely different purpose, as a measure of 
the relative efficie: f the farmers in a given locality. In the popular 
mind, however, an i: in income; and the popular mind is too power- 
ful to be gainsaid vecasional weak protests of research workers. 


As incomes, tl r-income figures are always too low. They fail 
to include some im nt sources of income, make one substraction which 
should not be made, and make another on the wrong basis. Even if one 
could go back to the original schedules, he could not quite convert a labor 
income into a tru ne figure Making allowance for these differences, 
however, they can | ghly reconciled with Dr. Gray’s figures. 

The most obvior ent to make on Dr. Gray’s results is that they 
are after all only 3; and an average figure for the whole United 
States does not hel; ry much. This must not be taken as criticism— 
the job had to be d first of all for the United States as a whole. It was 


a big undertaking 


What we need to do now is to work out such 
incomes for our diff 


asses of farmers separately, our cotton farmers 


in one group, our | Belt farmers in another, ete. Dr. King’s studies 
show that in 1919 usually prosperous year in the South, farmers’ 
incomes in the South w about one third of those in Illinois, Iowa, and 
Nebraska. It will possible to do as good a job by states and 
counties as Dr. Gra done for all combined—some of the data are not 


available on this ba but we must do it! Else we shall presently 
have our farm journa tors citing these averages based on six and a half 
million farms, of w nearly three millions are in the South, predomi- 
nantly one-mule far part with negro operators, half with tenant operators 
—over a third of w ire croppers—as proof of the woeful state of 
agriculture in New York, Indiana, Minnesota, Kansas, California, and the 
whole United States. Dr. Gray’s curve of distribution of incomes, with 
its heavy massing o1 wer income groups, shows the effect of these 
southern farmers. H a fine example of a case where one cannot 
reason from the general to a particular. 

This is more strikingly true when comparisons are made—as they are 
sure to be made—with urban incomes. In any one southern state, farmers’ 
incomes are likely t pare not unfavorably with incomes of the same 
grade of workers in the industries and commercial pursuits. In any one 


northern state, the sa thing is likely to be true. But when the two are 
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averaged, lo! we get a peculiar result, for the farmer class is weighted 
heavily in the South with its low incomes in general, and the industrial and 
commercial classes are weighted heavily in the North, where incomes are 
much higher in general. 

A peculiarly bad example of this fallacy is found on page 2 of the 
1921 Yearbook of the United States Department of Agriculture. It here 
appears that the 28 per cent of gainfully employed of the United States 
living on farms received only 18 per cent of the national income. Except 
for the fact that the 28 per cent include nearly two millions of boys and 
girls under twenty years of age, one and a half million of these under 
sixteen, that would not be counted as gainfully employed in cities, which 
would reduce the percentage only from 28 to 24, the comparison is no 
doubt true so far as its arithmetic is concerned. But what would such a 
comparison show for Illinois taken by itself? Or Georgia? 

Must the agriculture of the United States, before we can call it pros- 
perous, lift the whole South on its shoulders, with its nine millions of negro 
population, its general economic backwardness? 

In saying that comparison of urban and rural incomes by individual 
states in most cases in normal times—not just at present—would prove 
not unfavorable to agriculture, I am presuming two things which I am sure 
anyone will accept as reasonable: (1) The comparison must be for the 
same class of workers. There are a few farmers who have as great natural 
ability as the first-rate professional men and the commercial and industrial 
heads in our cities; but very seldom have they likewise sacrificed the early 
years of their lives in getting ready to earn an income. The modal group 
of farm operators hardly reaches in natural ability and training the 
modal group of the skilled trades. (2) The incomes of farmers and city 
workers must be divided by a relative of the comparative cost of living for 
comparable grades of workers in the country and the city. Such a pair of 
relatives is difficult to make. The budget items are different. One method 
is to compute the cost on the farm and in the city of a representative budget 
for each. But this does not take account of possible differences in the 
scale of living. A better plan is to build up two budgets as nearly com- 
parable as possible as to scale of living but with different items. The 
arithmetic of the second plan is not so good, but the conclusions reached 
will be more valid. At least half of the farm family’s budget consists of 
things furnished on the farm, which must be valued at farm prices. We 
are not likely to have such indices for some time, but in the meantime we 
must be ready to admit that farm incomes are bigger than they seem. 

The most significant figures in Dr. Gray’s paper are the average net 
worths of full owners and part owners, $13,476 and $12,829 respectively. 
These figures indicate that the farmers of the United States, who own 
the land, or part of the land, which they operate, after all mortgages and 
other debts were substracted, taken altogether, East and South as well as 
North and West, were worth in 1919 an average of over $13,000; and 
this is at an average age probably not far from fifty years. Coupled with 
this the other circumstance that where less than 40 per cent of the farms are 
rented—and this includes the whole United States outside of the South 


S, as 
ectly 
M as 
omic 
also 
ment 
very 
ould 
n on 
come 
e of 
ular 
wer 
ers 
fail 
hich 
one 
abor 
ces, 
hey 
ited 
n 
was 
uch 
ers 
lies 
ers’ 
and 
and 
not 
tly 
alf 
mi- 
ors 
of 
he 
ith 
ot 
are 
rs’ 
me 
ne 
re 


184 } »ymic Association 


and four state Nebraska, 42.9, Iowa, 41.7, and Kansas, 
40.4 )—relativ nd those the very incompetent or the 
unfortunate, ha n unable to rise from tenancy to ownership 
Recent field st ( Belt territory have indicated that a per 
manent tenant t ppear; but an average farm in Iowa ip 
1919 was wort! 1 its equipment another $9,000. It is expecting 
a good deal of n prosperous Iowa that it will enable every 
man to own a f 00 before he retires. 

There is, hov le to the picture. In accumulating this 
wealth, farmers 2 class denied themselves more than most 
other classes wit! Che institution of private property in 
land is partly s. Another reason is that part of the 
results of the f forts embody themselves directly in additions to 
capital, in incré tock, land improvements, and the like. Only 
by borrowing a reases can many farmers spend freely for 
consumption. 7 s, however, recently taught many farmers 
how to do this 

Still another r mulation is the better utilization of the 
whole family wl 1 farm 

At first thoug pparent inconsistency in Dr. Gray’s and 
Dr. Friday’s con Dr. Gray says that the farmers would really 
have accumulated th except for the increase in land values; 
and Dr. Friday it farm incomes have increased about 30 per 
cent since 1900 n s have increased, why have they not 
accumulated wea nswer is——because they have lived better. 
The automobile, come to the farmer during this period. 
The other possil that Dr. Gray has understated the farmers’ 
real accumulatio: The equipment of the ordinary farm in 
buildings, live st machinery has increased considerably since 1900. 
In Minnesota, fi there has been since 1880 an increase of over 
100 per cent in 1 r farm, of 50 per cent in horses per farm, and 
40 per cent in im; t to mention cattle, hogs, and sheep. 

Nor, in talking t mulation of wealth, must we forget the 
steady stream of w t being carried from the country to the city 
by retiring farmer: w living in the city, and in the form of cash 
and share rents flov 2 mere trickle compared with this. 

It is the fashi vy to decry the condition of the farmers. This 
makes it necessar ‘ learly between long-time effects and the 
present emergen loes this very well, except that he might 
have pointed out embodied in the average net worth of 
$13,476 have shrunk ibly since then—perhaps a fifth. Dr. Friday 
should have recog: 101 ntedly the present discrepancy between 
farm and wholesa farm products. The Bureau of Labor’s 
index number for w of farm products was 145 for December; 
the Bureau of Ag | Economics’ index for farm prices of farm 
products was 112 for I Chis much difference do higher freight 
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DO PRINCIPLES OF LARGE-SCALE PRODUCTION 
APPLY TO MERCHANDISING? 


By L. D. H. Wetp 
Chicego, Illinois 

Economists have considered the problem of large-scale production 
mainly in connection with manufacturing enterprise. They have also 
referred to transportation, mining, and agriculture. They have 
found that there has been a decided tendency toward larger and larger 
production units in the industrial field. They point out that some 
forms of enterprise, like custom tailoring and artistic work, are excep- 
tions. Agriculture is also an exception. They tell us about the 
economies of large-scale production, and how, in many important 
industries, the expense decreases as the size of the business unit in- 
creases. They also point out modifications, such as the principle 
of diminishing returns after a certain point is reached in the appli- 
cation of labor and capital, and how in most industries there is a most 
efficient size unit. 

But the application of these principles to the selling end of busi- 
ness, a field of economic activity which includes millions of merchants 
and investments of hundreds of millions of dollars, has had very scant 
attention. This is only one instance of the neglect that this important 
field has suffered at the hands of economists. 

Briefly stated, the “principles of large-scale production” are taken 
to mean in this paper merely the fact that there is a tendency for ex- 
penses to decrease as the size of the industrial unit increases. Do these 
principles apply to the selling process? This is an important and 
fundamental question, and one on which there appears to be some 
difference of opinion. 

From a priori reasoning, one would naturally expect that costs 
would decrease with size. Professor Taussig had to use this method of 
reasoning when he wrote his Principles of Economics because there 
were practically no data available. He said: 

Mercantile operations themselves, and especially wholesale operations, 
are carried on more economically when on a large scale. Expenses for 
clerk work, rentals of office premises, and the like, which constitute the main 
outlays of the wholesale dealer, are no greater for large transactions than 
for small. 

Again, he says, in speaking of the disposal of a manufacturer’s 
output: 


All the apparatus for drumming up custom—traveling salesmen, trade 
catalogues, and the like—is the more effective, and the less costly per unit 
of product, in proportion as it operates on a large scale. 

‘Vol. I, p. 54. 
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Although th much that is sound in these remarks, Taussig 
would undoubted modified them considerably if he had had avail- 
able certain figu yperating costs that have been collected since 
he wrote his book {nd this leads to the consideration of certain in- 
dications that operating costs are larger for big wholesalers and 
retailers than fo: ull ones. Department stores, for example, have 
heavier operat I than small specialty stores. Figures on vari- 
ous kinds of ret indicate that expenses are higher for large 
stores than for ones. Most of the wholesale figures that are 
available indicat expenses for large houses than for small 
ones. In fact, Nystrom, one of our leading authorities, said in his 
Economics of Rei vritten in 1915: 


Retailing is differ 
store can usually 
advantages, such as i 
ing expense of the 
the business of a stor 


her businesses in this respect, that the small 
wer cost than a larger store. Unless other 
dvertising, may be gained to offset the increas- 
nt, there is nothing to be gained by increasing 
iin point that keeps a small institution busy. 


When Nystron te this he commented on the serious lack of 
data on retail ex; ind if he were to rewrite this part of his 
book today, he 1 undoubtedly introduce many modifying 
statements. But | s excellent book, Principles of Market- 


ing, published 


ugh he refers to the advantages of 
large-scale retaili 


gests the possibility of lower operating 
costs if there were few tores, each with a larger volume of business, 
also says: 

Again, it is not at 
as the costs of opera 
stores and large stor 
thought to be greater 


irge-scale retailing is more efficient in so far 
In fact, the costs of selling in department 

th the possible exception of chain stores, are 
of small competing stores when efficiently 


operated. 

Furthermore, recent data that have become available emphasize 
the complexity of the problem. Retail operating costs in some trades 
show a tendency t as volume increases from small stores to 
medium-sized stores 1 then to increase for very large stores. There 
seems to be a tend toward rising costs for bigger stores in some 
retail trades, as, for example, in men’s clothing stores; and a ten- 


dency toward lowe: sts in other trades, as, for example, those 


shown by the Depa nt of Agriculture study of the retail meat 
trade. The A. W. Shaw Company for 1917 showed higher costs for 
the larger houses in f holesale trades, including groceries, whereas 
the Harvard Bulletin: wholesale groceries show a slight tendency 
toward decreasing costs for 1920, and a slight tendency in the 
opposite direction for 1921 
The writer fears that by this statement of the complexities of the 
*P. 334. 
*Chaps. 11, 12, and 2 
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problem he is placing himself in the position of the dramatist who 
concocts an absorbing plot, replete with complicated and unusual 
situations, but who allows the play to fall flat in the last act because 
of his inability to unravel the situation with a logical and satisfactory 
denouement. As a matter of fact, there are not enough reliable data 
at hand to come to a final solution on this question. On the other 
hand, the writer will hazard conclusions on some points, which he 
thinks will stand, whereas on other points he will utter more or less 
tentative conclusions, hoping that other students will continue re- 
search work on this subject. 

First, let us limit our problem by confining it to a comparison of 
operating costs in different units of a given trade and system of 
marketing. ‘This eliminates all consideration of the merits of chain 
stores and mail-order houses as compared with the ordinary type of 
merchandising through individual stores. It also eliminates com- 
parison of department stores with individual shoe stores, grocery 
stores, etc. Likewise, large codperative marketing organizations will 
not be compared with individually owned marketing agencies. In 


other words, the question we shall consider is whether, in any given 


trade or type of merchandising, there is a tendency for costs to de- 
crease as the volume of business increases. 

Now let us examine some of the figures on retail stores and see 
what we can make of them. The cost of doing business is expressed 
as a percentage of net sales. 


Sales Cost of Doing Business 


Department Stores 19214 


Less than $ 250,000 

$ 250,000 to 500,000 
500,000 to 1,000,000 23.3 


Retail Jewelry Stores 1920 and 19214 


25,000 

25,000 to 50,000 
50,000 to 100,000 
More than 100,000 


Less than 20,000 
$ 20,000 to 50,000 
More than 50,000 


Retail Shoe Stores 19204 


Less than $ 30,000 AAT: 
$ 30,000 to 50,000 
More than 250,000 


‘Harvard figures. 
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Cost of Doing Business 
ertes 19195 
n, Wis.) 
Less than 
$ 20,000 to 
50,000 to 
More than 


it Stores 1919 


Less than 

$ 25,000 to 
50,000 to 
100,000 to 

More than 


stores 191F 
Less than 
$ 40,000 to 
80,000 to 
More than 


The most strik itures of these figures are as follows: 

1. Departme: ow practically a continuous increase in 
expense as the s t ncreases, 

2. All classes xcept department stores show an un- 
mistakable decrea nse as the size increases from very small 
stores to medium 

3. All classes t pt meat shops show a definite increase 
in expense for vi res, as compared with medium sized 
stores. The turnin; t from decreasing expense to increasing ex- 
pense appears to | , sales exceed $100,000 a year. For cloth- 
ing stores the tu point reached in a smaller size group. 

4. In only or retail meat trade, do expenses decrease 
without interrupt ze increases, 

What conclusi drawn from these facts? 

First, it seems onclude that in ordinary retail stores there 
is a marked tendenc penses to decrease as we advance from small 
stores to medium , but that a point is soon reached where 
the expense begins to in ise with the size of the store. This is in 
keeping with the ¢ lea about large-scale production, namely, 
that after a certa ached unit expenses increase rather than 
decrease. But ther important question to ask in this case: 
Are we sure that the higher operating cost in the largest stores is 
due to size alone? lay it not be due to a different kind of service 
rendered ? 

To throw light o we must examine itemized expenses for differ 
ent sized groups. ‘1 o easy to do, because there is a lack of 
data. But some g , tions can be made. 

*Macklin and McNall, “\ R r Does With the Consumer’s Dollar.” 


*Preliminary Report of S. Department of Agriculture. 
"Northwestern Univer 
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For example, it appears that in retail shoe, jewelry, grocery, and 
meat stores, the expense for wages and salaries per $100 of sales tends 
to decrease for larger stores. In clothing stores and department 
stores, it tends to increase. In those trades for which there are fig- 
ures, advertising expenses increase with the size of the store. So 
do delivery expenses, and supplies, such as boxes and wrapping paper, 
although only a few figures on this item are available. Buying, man- 
agement, and office salary expenses also tend to increase. Rent and 
interest both tend to decrease, except that in some trades rents for 
the very large-size groups show an increase. 

These facts, together with others brought out below, suggest that 
the higher cost of doing business in large retail stores is due in large 
part to superior service, in the form of better salesmen, better selec- 
tion of merchandise, better wrapping and packing, more attractive 
and convenient locations, better and more extensive delivery, greater 
liberality in the way of returns and allowances, etc. Closer exam- 
ination of the available data seems to bear this out. 

In the first place, consider the clothing trade, on which we have 
far more complete data than on any other trade, thanks to the North- 
western University Bureau of Business Research. Expenses and other 
items that increase with the size of the store are as follows: average 
price of suits sold; charge sales; value of outstanding accounts; value 
of returned goods ; general expense (which includes many items such as 
delivery, office supplies, wrappings and containers, allowances, eleva- 
tor expense, etc.); advertising; rate of stock turnover; and gross 
trading profit. Average sales per full-time salesperson also increase, 
but so do wages and salaries, indicating that perhaps a higher class 
of personnel is employed. Some items that decrease with size are 
rent, cost of merchandise, inventories, and net profit (considered in 
terms of sales). 

It will be observed that many of the items that show increases for 
the larger store groups have to do with service. Analysis of the 
Harvard department store figures suggests the same thing. On the 
other hand, the figures on retail meat shops, where there is no marked 
increase in quality of service in large stores, show a continuous de- 
crease in expense as we pass from smaller to larger stores. 

Support is also gained from the Harvard figures on retail shoe 
stores, where expenses are given for three groups of stores—those 
handling low-priced, medium-priced, and high-priced shoes. The cost 
of doing business for stores handling high-priced shoes is nearly 8 
per cent of sales higher than for the other two groups. It also ap- 
pears that these three groups comprise groups of different size. The 
common figures for volume in stores handling low-priced shoes were 
"Management Problems in Retail Shoe Stores. 
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$20,000 a yea tores handling medium-priced shoes, $30,000 
year; and in hi ed shoe stores the volume ranged from $175,000 
to $500,000 a One might infer that the higher operating cost 
in the high-g1 ps was due to volume; but there is such 4 
pronounced l ilaries of sales force, buying expense, de 
livery expense, ant ym bad debts, that one is forced to conclude 
that the high f operating the large, high-grade shoe store js 
due to higher-s n, who spend more time on each cys- 
tomer, better s of stock, and more elaborate service in general, 
One only need » mind some of the high-grade, high-priced 


shoe stores in re ties to realize that this explanation is 
plausible. 


It appears, 1 hat the stores in different sized groups are 
not necessarily irable with each other at all. It is surely impos- 
sible to compare a |, ordinary neighborhood store with a large 
store giving elal rvice, and conclude that the higher cost of 
doing business it re store is due to its size. These facts point 


to the conclus principle of decreasing costs applies to re- 
tail merchandising ch greater extent than our first examination 
of costs by siz seemed to indicate. In fact, it is probably 
safe to say that s in similar locations, carrying the same 
same quality of service, and delivering 

having the larger volume of business 
will have the k ting cost. This is borne out by a statement 


obtained from a n-store company to the effect that the operating 
cost for stores 


variety of sto 
over the 


ystem decreases as volume increases. 
, expressed as a percentage of sales, fail 
tant advantage that a large store may 
its ability to buy merchandise at lower 
a statistical measure of this advantage, 
although the N: study on retail clothing stores shows 
definitely that t 1 decrease in the cost of merchandise for large 
stores as com] small stores. The Harvard figures on de 
partment stores Northwestern figures on clothing stores both 
show a substant ing of the gross margin between purchase 
price and selling or large stores as compared with small ones, 
indicating that t] ther sell at higher prices or buy at lower prices 
than small stores. There is no doubt but that this wider margin is 
due in part, if not ost wholly, to lower buying prices. There 
are also figures w show that the large stores take cash discounts 
more frequently than small stores. At any rate, the fact that large 
stores can buy at lower prices than small stores indicates that the 
principles of large-scale production apply to merchandising more 
than analysis of figures on operating costs would indicate. 
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But it must not be inferred from what has been said that the higher 
cost of doing business in large stores is due entirely to more elaborate 
service. ‘The increase in advertising expense, as well as the increase 
in buying, management, and office salary expense, suggests that there 
is something inherent in mere size which results in heavy expenses. 
It must be remembered that on the whole the retail business is one of 
relatively small units, and that it must always remain so because 
most stores must be located within convenient reach of customers. 
This means that if a retail store is to increase its volume it must 
do something to attract trade from a wider area, or procure a site 


in the heart of a city, where prospective customers in large numbers 
are available. Even in such a location more or less advertising is 


necessary, but this tends to decrease other selling expenses, and to 
increase the average sales per salesperson. It also appears that 
in conducting such a store a higher quality of managerial ability is 
necessary. Furthermore, when a business becomes large enough to 
require departmentization, more expense must be incurred for super- 
vision, and there is probably greater difficulty in maintaining effi- 
ciency among the employees. 

The head of a well-known department store says on this point: 
“In the large store the heads of the business are so far removed from 
the actual operations in most instances that it is necessary for them 
to employ supervision for the different branches of the work, and then 
supervision of the supervision, and so on in a long chain of responsi- 
bility.” He says that this not only adds greatly to the cost of doing 
business, but that efficiency of subordinates is more difficult to main- 
tain, because they naturally do not have a vital personal interest in 
the success of the business. He believes that the principal advan- 
tage of the large department store is its ability to purchase mer- 
chandise at lower prices than the small store. 

It must also be remembered that superior service is in many cases 
a necessary concomitant of volume. In other words, in order to get 
volume, it is necessary to give more elaborate service. This is not 
always true, as is indicated by the success of many large department 
stores and food shops, which do not go in for elaborate service. But 
the giving of such service is one way of attracting customers and has 
been one reason for the growth of many of our leading department 
stores. 

These considerations, therefore, modify our conclusions up to this 
point. We have seen that within certain limits there is a definite 
tendency for operating costs to decrease as the size of the retail unit 
increases, and that the tendency for operating expenses to increase 
in very large stores is due in part to rendering of superior service. 
Large stores also have an advantage in purchasing. There is a point, 
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however, bey nd retail store cannot go without incurring adj. 
tional expens ler to attract customers and to Provide proper 
management vision in a departmentized business. Ty, 
point where 01 ts begin to increase with the size of the store 
is apparent elatively much smaller units in retail teed 
than in most ring industries. It may pay a retail stor 
to go consid beyond this point because it has an advantage 
in lower buying ts, and large stores invariably have a more rapid 
rate of turn nall stores. Even though their net profit per 
sale may be return on capital investment may be fully 4s 
large if not 
In the who principal figures available are as follows: 
c _ Cost of Doing Business 


wdware 1917 


Less than 


$ 500,000 to 


More than 


$ 500,000 to 
Less than 


= 


l Goods 1917 
More than 
$ 500,000 to 


le Groceries 191710 
Less than 
$ 500,000 to 
More than 


le Grocers 1920" and 1921 


Less than 

$ 500,000 to 
1,000,000 to 
1,500,000 to 

More than 


Less than 

$ 500,000 to 
1,000,000 to 
1,500,000 to 

More than 


10 x 


tle Shoes 1919' 
1 on cost of merchandise) 


=) 


Less than 

$ 100,000 to 
500,000 to 

More than 


*Professor Conve | out that the cost of operating a retail store increases 
with the size of tl which the store is located. Since many of the largest 
stores are located ties, their higher operating expenses may therefore be 
due in part to the t in such cities, rather than to the mere fact that they 
are large stores. ts that a complete study of this problem should include 
an examination of t of different sized stores in cities of uniform size. 

“A. W. Shaw figu n from “How to Run a Wholesale Business at a Profit.” 

“Harvard Bullet 

“Harvard Bulletir 

“Federal Trade Commiss ort on Shoe and Leather Costs and Prices, p. 118 
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It will be seen at once that the figures are scant and to a certain 
extent contradictory. ‘They are also for years that were more or less 
abnormal. All of the A. W. Shaw figures, which are for the war year 
1917, show larger expenses for larger houses. The Harvard figures 
for wholesale groceries show smaller costs for larger houses in 1920, 
except for the very largest houses, but progressively higher costs for 
larger houses in 1921. The Harvard Bureau explains that this may 
be due to the fact that smaller houses were able “to readjust their 
expenses somewhat more rapidly” to slumping business conditions than 
large ones with more elaborate organizations. 


It is probably safe to draw certain conclusions from these figures, 


however. In the first place, there is no such marked tendency as there 
is among retail stores for expenses to decrease for medium-sized 
houses and then to increase for very large houses, although the Har- 
vard figures for wholesale grocers show this tendency for 1920. It is 
also safe to conclude that the large houses have higher expenses than 
small houses, to a more marked degree than in the retail trade. The 
Federal Trade Commission’s figures on shoes are the only exception, 
but the small number of establishments covered in this study, and the 
unusual method of expressing expenses as a percentage of merchan- 
dise cost, make one wary of these figures. 

Why do large wholesale houses have higher operating costs than 
small houses? The answer appears to be similar to the answer given 
above with regard to retailers, but with a shifting of emphasis. More 
elaborate service and greater variety of goods probably account for 
itin part. Some of the larger wholesale grocers, for example, brand 
their goods, pack olives, mix flour, grind spices, and roast coffee, 
so that they have taken on manufacturing operations, which naturally 
increase their expenses. 

But the more important reason is probably to be found in the extra 
effort that a large wholesale house must exert in order to increase 
volume. A wholesale house is different from a retail house, in that 
it gets its business largely by sending out traveling salesmen. The 
larger houses cover the wider territories. Sending salesmen to dis- 
tant localities increases traveling expenses, requires careful packing, 
and means more expense for administration and supervision. ‘At 
least, the itemized expenses for four trades, as published by the A. 
W. Shaw Company, bear out this statement. 

The importance of greater administrative expenses for large whole- 
sale houses is brought out by a leading authority on wholesaling, who 
says that when a wholesale house does a business of over a million or 
a million and a half, it can not be operated successfully under individ- 
ual management, and that departmentization becomes necessary, and 
that this carries added expense all along the line, in order to main- 
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tain volume. He a ys that when a jobbing house goes outside 
of territory d tributary to its location, it does so at a sacrifice 
of profit, and eater selling cost. This explains why there are 
so few national d butors among wholesalers. Those that do dis- 
tribute over a1 1rea usually handle quality goods primarily, 
have their own | ind to a large extent perform manufacturing 
functions. 


An increas is the size of a jobbing business grows does 
not necessaril) 1 sl r net profit. In addition to savings 


through lower | , there is the possibility of specializing 


on goods tha irgins. Another authority on whole- 
saling relates ne He managed a wholesale hardware 
house for ten | during that period the sales increased from 
$1,500,000 to $ ),000. The cost of doing business increased, but 
the profits of t » increased. This was accomplished by 
getting the sa ntrate their efforts on sporting goods, 
fishing tackle, et ried good margins, instead of on nails, 
wire, etc., whi zoods with small margins. Salesmen were 
taught to ca 1y samples, and specialty salesmen were 
also sent out, trunks of samples. Compensation of sales- 
men depended fits made from their sales, and they were 
rewarded libera nt work. The system naturally resulted 
in greater exp e the character of the business was changed, 
but it also resu reased volume and in greater profits. 

From the foregoing facts we may conclude that the principles of 
large-scale product do not apply so definitely to wholesaling as to 
retailing. An f volume means the covering of a wider area, 
and greater depart tization and supervision. It is undoubtedly 
true, however, t t wholesale houses carrying the same variety 
of goods, cover territory with salesmen, and in every other 
respect giving 1 jality of service, the larger house will hav 
the lower opera st. But probably even this is true only to 
a certain point nsive cultivation of a given sales territory 
may cause a r ts greater in proportion than the increase in 
sales. In other ¥ 7 iw of diminishing returns becomes opera- 
tive. 

Having in mind lata on both wholesaling and retailing, it 1s 
probably safe t le at this point that although the principle of 
large-scale produ ipplies to merchandising, it does not apply 
in the same deg t does to most kinds of manufacturing. This is 
not hard to beli nsider the principal economies that result 
from large-scal luction in manufacturing. These are better and 
more extensive ichinery, division of labor, better buying, and 
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utilization of by-products. A large mercantile house can economize 
through better buying, and to a certain extent through division of 
labor, but the use of automatic machinery is extremely limited, and 
there are no by-products to utilize. Marketing necessarily involves 
a large amount of personal service and personal contact that cannot 
be reduced to machine operations. The economies claimed for large- 
scale production, therefore, do not apply in full to the merchandising 
process. 

A complete study of this problem would also cover the selling 
activities of manufacturers, but there are practically no data on this 
subject. It seems reasonable to suppose that when a manufacturer 
sells through his own regional sales houses, those having the larger 
volume of business would also have the lower unit selling costs. In 
fact, it is only when a manufacturer can sell a sufficient volume in 
any one part of the country that it becomes possible for him to 
establish a branch selling house. This general principle is borne out 
by figures taken from the books of Swift & Company showing the cost 
per hundred pounds for branch houses in different sized groups. The 
average for all houses considered is called 100, and the average for 
each group is expressed as an index number. There are ten branch 
houses in the group of each different size, selected at random, except 
that care has been taken to have them comparable in the matter of 
functions performed. The figures are as follows: 


Average Pounds Index Number 
Per Week of Expense 


25,000-50,000 .121 
50,000-75,000 ...108 
75,000-100,000 

Over 100,000 ‘ 94 


These branch houses are engaged in wholesale selling, and the fact 
that costs decrease with volume bears out the conclusion expressed 
before, that when two wholesale houses cover the same territory and 
give similar service, the larger will have the smaller expense. 

It is more or less obvious that the operating expenses of an in- 
dividual store would increase and decrease from month to month ac- 
cording to volume of business done. To verify this fact, however, 
figures have been obtained from a well-known department store showing 
the cost of doing business for each month. 

The monthly cost is expressed as an index number of the average 
cost for the whole year, which is called 100, and the percentage of total 
volume done each month is also shown. The figures are as follows: 
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Month 


January 
February 
March 
April 

May 

June 

July 
August 
September 
October 
November 


December 


There are v s on costs of marketing farm products 
which show thi tween volume and expenses. Figures ob- 
tained from far ( in Minnesota before the war, however, 
show that the indling grain decreased from 2.5 cents per 
bushel for very to only a little over a cent for the very 
large houses. 1 ency toward decreasing costs was very marked. 
Very likely the s be true of potato warehouses, tobacco ware- 
houses, and the \lso, it is generally assumed that commission 
firms in the gra tock trades, which handle large volumes of 
consignments, ha it operating costs than small houses. 

These scatte suggest two very important considera- 
tions that have 1 this general problem. 

The first is that .pparently a more pronounced diminution 
of costs for larg n marketing agencies which handle only 
one or a small n Oo odities in bulk. This means a better 
utilization of tl facilities and of the time of the personnel 
of the organizat in warehouse is akin to a manufacturing 
plant in these re 

It also looks <penses decrease faster with volume for 
a marketing agt loes not have to send out salesmen to soli- 
cit trade. <A co for example, merely ships grain in car 
lots to one or t on men in distant markets. Practically 
no expense is in\ finding a buyer, and it makes little difference 
how far away t! market may be. Compare this with a re- 
tail store which n customers coming to the store, or with 
a wholesale hous pay the expenses of salesmen to go 
out and drum up t Grain and live-stock commission houses also 
have this advantag t their goods are sold in a restricted and 
organized market | latively few salesmen. 
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Large-Scale Production and Merchandising 


Conclusions 


Although this does not pretend to be a complete study of the prob- 
lem, owing principally to lack of adequate data, it may be safe to 
hazard the following conclusions : 

1. The principle of decreasing costs does apply to merchandising, 
but not to the same extent as to most kinds of manufacturing. 

2. In the retail and wholesale trades, points are soon reached both 
in the intensive cultivation of territory already covered and in the 
extensive cuitivation of additional territory, where costs begin to rise. 

3. The advantages of large-scale merchandising are greater than 
figures on operating costs seem to indicate, because these figures do 
not measure the better purchasing power of large companies, nor the 
greater profit on capital that may result from more rapid stock-turn. 

4. The higher operating costs of large stores are due in great 
part to more elaborate service performed ; but this more elaborate ser- 
vice in many cases may be a necessary accompaniment of size. 

5. The available data seem to indicate that the principle of de- 
creasing costs does not apply as much to wholesaling as to retailing. 

6. The principle of decreasing costs applies to different market- 
ing agencies in varying degree, depending on number of commodities 
handled; whether they are handled in bulk; whether volume can be in- 


creased substantially without increasing plant or personnel; whether 
salesmen have to be used; and whether salesmen can sell on the pre- 
mises (as in a retail store) or whether they have to travel in search 
of buyers (as in a wholesale house). 
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in the process by which farm products are marketed is to be made 
only in the light of a careful analysis of the economic institutions 
of the market as a whole. The regulatory offices of the government 
may be resorted to for any one or all of five general purposes which 
may be listed schematically as follows: 


1. Regulating the mechanism of exchange—money, and in time 
credit institutions. 

2. Standardizing weights and measures, and in time qualitative 
standards applying to goods rather than to the exchange medium. 

3. Determining desirable trade practices; methods of trading, 
settlement, and delivery; standards of fairness, safety, and facility; 
limitations upon time and place of trading and upon trading per- 
sonnel. 

4. Prescription of commissions, service charges, or traders’ mar- 
gins. Securing uniformity and reasonableness; preventing extor- 
tion, discrimination, and evasion. 

5. The fixing of prices for private trade whether otherwise regu- 
lated or unregulated. 

A sixth step in this ascending (or is it decending?) series would 
be actual merchandising by government agency, as in the Norris bill 
already referred to. The present paper, however, discusses merely 
the regulating and not the superseding of private trade. 


II. The Established Zone of Government Control 


These several phases of regulation will be discussed under three 
divisions which I have called “the established zone of government 
control,” “the promising field of present experimentation,” and “the 
dubious area beyond.” There is no intention to suggest that the 
whole matter is closed so far as these first zones are concerned. There 
is an intensive as well as an extensive margin of cultivation in this 
field. It is quite possible that profitable returns may be secured by 
further development in the fields in which some cultivation was long 
ago begun not less than by pioneering in fields of regulation pre- 
viously uncultivated. It is distinctly worth while, however, to view 
all new proposals in relation to what has already been firmly estab- 
lished and generally accepted and not, as one would be led to sup- 
pose by the protests of certain affected parties, as something wholly 
novel and unsupported by the pragmatic tests of earlier social ex- 
perience. 

We may pass over the first two of these five groups rather hastily. 
Civilized countries long ago ceased to question the need of some in- 
tervention of organized society if a swift and flexible system of ex- 
change was to be built up. When we wanted to outgrow barter we 
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but a national and even international trade in our great staples is 
to be made orderly, efficient, and economical only when one official 
definition of quality applies to such a product throughout its market 
movement. 


III. The Promising Field of Present Experimentation 


Our second zone of possible government regulation carries us out 
of a realm in which a large amount of successful experience has made 
the principle of government supervision not only familiar but even 
acceptable, to one which is highly controversial. Shall government 
attempt to standardize trade practice? In approaching this question, 
it is well to remember how it was the day-to-day needs of traders 
which gave us our law merchant and laid the foundation for our 
commercial codes of today, whose ordering no one expects to find 
anywhere but in the hands of our government in its legislative and 
judicial branches. But, whereas certain of the more rudimentary 
relationships of bailment, negotiable instruments, and the like are thus 
satisfactorily disposed of, the growing complexities of modern com- 
merce in farm products have created situations with which the ordi- 
nary court is by no means competent to deal. Traders themselves 
have had so forced upon them the necessities for further regulation 
of trade practices that they have set up organized exchanges, trade 
associations, and like bodies for controlling the conduct of their mem- 
bers or relations with other interests in the esoteric fields not covered 
by our state and federal codes. The real question is: Will such 
agencies of trade government, sprung spontaneously from the ex- 
igencies of a particular and highly complicated business, be incor- 
porated in some solid and satisfactory way into the general machinery 
of government; or shall such an organized trade remain an imperium 
in imperio, holding its special procedures immune from government 
interferences and resorting to the courts only for the adjudication 
of quarrels which refuse to be settled within the guild and which seem 
to come under the rubrics of existing statutes? Those who object to 
any further intrusion of government regulation over farm marketing 
agencies often reiterate that there is plenty of law now on the books 
for the protection of all parties. But whoever will follow such litiga- 
tion will probably be convinced that after an elaborate effort by 
counsel to instruct (or to confuse) judge and jury concerning the 
technical considerations involved, the ultimate findings seldom go 
understandingly and fairly to the heart of the issue. 

The logical answer in this situation is that we cannot expect legis- 
lative bodies, being what they are, to draft positive enactments for 
the regulation of these complex commercial activities. We must place 
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the seller of clean stock and brings to the grower of diseased animals 
no admonitory evidence of the relative uselessness of his product. 

The trouble in all this is that the traders must take a short-run 
and mercenary view of the market, and that the bodies that the traders 
set up to govern themselves enact rules in accordance with the views 
of a numerical majority. It is imperative that their membership 
be broad. While rules may be so drawn or so administered as effec- 
tively to shut out the intrusive farmer and his marketing company, 
it has not appeared practicable to draw them so rigorously as to ex- 
clude a majority whose ideals of fair or desirable or permissible trad- 
ing practices is considerably lower than would be that of the more 
high-minded, better educated, or broader visioned elite. The typical 
American business man is not prone to parade his virtues and hates 
to seem to take a holier-than-thou attitude toward trade associates. 
He is likely, therefore, to abstain from practices which, though per- 
mitted by his trade organization, run counter to his ideals, rather 
than to go tilting against the windmills of majority sentiment. 

But while such men scattered all through the trade may hesitate 
to embark on bootless quests alone or as numerically weak minorities, 
they can be counted upon to fight ably in such a general crusade as 
may be launched to effect the permanent betterment of the given trade 
organization. It is in just such leadership that government regu- 
latory activity finds its place of service. A public agency and it 
alone is capable of assuming a supervisory function over all the forces 
of self-regulation which have for some time been emerging from within 
but whose fullest achievement has been checked by the inherent diffi- 
culties noted above. Regulation from within has the fundamental 
weakness that the only interest represented is the one whose own 
bread and butter is involved. Not merely can they hardly be ex- 
pected to be as zealous as might some outside party in the abolishing 
of a practice which holds the possibilities of profit making, but also 
they are so inured to established practices by long familiarity, so 
accustomed to view them in a certain perspective, that their judgment 
is likely to be less sound than that of the intelligent outsider, who 
brings a fresh point of view to their consideration and who looks at 
them from the several angles of all the parties at interest. 

It may be noticed that I have said the “intelligent” outsider. It 
has already been observed that the prevailing opinion in trade circles 
seems to be that no outsider can be intelligent concerning processes 
so highly technical as marketing farm products through central mar- 
kets. Against clumsy meddling by enthusiastic “reformers” no pro- 
test can be too strong. But I would venture to suggest that the 
great bulk of traders are themselves innocent of much fundamental 
knowledge of the economic fortes working through the phenomena of 
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trusions into the determination of market values, which seems to be 
fundamentally a natural rather than a mechanical process. We 
brink from taking any measures calculated to reduce the flexibility 
of a system whose health depends upon its ability to adjust itself rapid- 
ly and fully to every changing stress or strain thrown upon it by the 
ewift sucession of outside events. For myself I would about as soon 
lash down the steering wheel of my car and ride on the back seat as to 
regulate or “fix” the prices of farm products. Practically the same 
though in less degree may be said of limitations upon the number of 
middlemen who may intervene in the market career of the product or 
the setting of the margin at which each trader must transact his 
business. Happily the end of the war period brought an end of 
fixed margins, the prohibition of re-sales within the trade, and like 
restrictions. I believe that even the brief war experience demon 
strated that, in the very case of the more perishable products which 
such regulations were supposed chiefly to benefit, the sacrifice of flexi- 
bility or ease of adjustment in the marketing process was a loss 
which far outweighed any supposed gain. In the long run it is doubt- 
ful if regulation directed primarily to the end of seeing that nobody 
makes any money will commend itself to economists any more than 
it does to business men. 

The phase of the question of marketing charges which is of im- 
mediate practical concern relates, of course, to brokers’ commissions, 
stockyards charges, and the like. Here again the exchange or other 
trade organization has itself moved a considerable distance in the 
direction of self-regulation. It has secured internal adjustment by 
the method of uniform commission rules and non-discriminating service 
charges. This has measurably protected the public at the same time that 
it has relieved the trade from cut-throat compctition. 

But, as mentioned above, the achievement of complete adjustment 
within may be but the beginning of new turmoil from without. One 
of the chief desires of the farmers who have clamored for grain and 
live-stock market regulating agencies has been to set up some tribunal 
to pass upon the reasonableness of charges as such and to fix their 
level, not merely to see that rules of uniformity were enforced. To 
the present speaker it appears that there is a clear line of division 


within this problem. The first concerns agencies with which the factor 


of competition is restricted or absent. Our experience with rate con- 
trol even in those fields where it has seemed necessary—the railroads 
and public utilities—has been fraught with such difficulties, not to say 
disasters, that we may well hesitate to take on any other large orders 
in any field where it can be avoided. In the case of the stockyards com- 
pany it would not appear that it can be avoided, owing to the inevi- 
table necessity of monopoly in this business if an efficient market 


eT- 
ba- 
et. 
ual 
ty, 
ne 
na 
18) 
an- 
nal 
ny 
ck 
ion 
est 
on- 
Pu- 
ind 
it 
ing 
to 
on 
the 
slic 
on- 
ny, 
ata 
ave 
eS, 


206 
center 1S to I 
stock yards col 
if one may ap} 
it would seem 
than they are 
the latter, hast 
ment regulating 
which in the en 
classes to be s« 
Obviously t! 
involves a cal 
management, a! 
questions of th 
to see the matt 
only. Practic 
weapon. Othe: 
evoke merely a 
law, vested wit! 
ment, should b 
Else he may be 


economic better1 


The second 
traders’ charg 
its chief purpos 
under fair trad 
of charge s can 
statement whicl 
position of the 


as between the 


by a stockvards 
the grain market 


body of the ma 


“outlaw” compa 


the Packers and § 


organizations, t! 


up such compet 
This is the truce 

In the grain 
possible on this 
ronage dividend 


essays to make t 


Association 


‘cannot look to several competing 


the level of service charges. Indeed, 
unalagous case of produce auctions, 
would be worse rather than better 
public stockyards company. As to 
‘ule-of-mob rate slashing by govern- 
expected to produce sad results, 
the farmer not less than the other 


uny tenable basis for such rates 


whole question of the capitalization, 
kyards companies and opens economic 


sort. Theoretically, I should like 

nvestigational and advisory matter 
body must be given a star and a 
likely to fall on deaf ears and to 

But the representative of the 

ed with weapons for its enforce- 

ind fair-minded, as well as strong. 
nstead of a promoter of peace and 


issue of rate regulation touches 
accomplished what 1S, I believe, 
hment of open competitive trading 
discussed in this paper, the level 
The one point in this general 
nut for clarification concerns the 
company. The situation differs 
here the trading place is owned 
rom the live-stock exchange, and 
ize owns or controls the physical 
companies admit* coéperative or 
cted as the latte are now under 
Act against the boycott of trade 
to take care of themselves and set 
in the matter of rates and service. 
faire. 
jiation is more complex. It is not 
the nice question whether a pat- 
ssion. The Capper-Tincher Act 
s swallow the codperative as ét ts— 


but 18 
govern! 
a trad 
trading 
wholes¢ 
avoids 
direct 

similar 
packe r 
the pa 
given 

own te 


cases 


The 
marke 
tion 

It 1 
menta 
highly 
ternal 
have 
partic 
has b 
these 
duce 
the d 

It 
front 
work 
with 
some 
liber 
suffic 
judg 
ment 

itself 
of it 


at best a dubious tory principle. Quite as intricate brou 


and more pressin; of requiring the exchange to admit agha 


a producer com} letter of their membership rules pros 


| 
‘i 
= 


Marketing of Farm Products 207 


but is asserted to evade their spirit. A third possibility is the use of 
government authority to compel the divorcement of the exchange as 
a trading body from the organization owning and governing the 
trading facilities of the market. This would appear to be a clearly 
wholesome and safe use of the powers of government regulation and 
avoids the objections which both economist and business man may 
direct against the present plan of endeavor. It would be logically 
similar to but financially much easier than the measure requiring the 
packers to divest themselves of stockyards holdings. Furthermore, 
the packers both as purchasers of stock and as stockyard owners have 
given producer companies fair treatment according to the latter’s 
own testimony, whereas the boycott by grain exchanges has in several 
cases (though not all) been open and flagrant. 


The Prerequisite to Effective Regulation 


The issue to my mind is not one between regulated or non-regulated 
marketing. It is between competent, scientific, trustworthy regula- 
tion and amateur, doctrinaire, political “lame-duck” regulation. 

It is a wise saying that “you can’t unscramble eggs.” Govern- 
mental regulation has evolved as one of the inescapable elements in our 
highly complicated market organization. Trade bodies developed in- 
ternal regulation for the protection of their own members. These 
have demonstrated their inability to protect adequately the other 
parties to the process, and hence the demand for public supervision 
has become too insistent to be denied. Hasty or overzealous use of 
these newly-conferred powers would be very costly and probably in- 
duce a reaction in which the whole machine would be consigned to 
the dump. 

It is not possible to decide by a priori reasoning just where the 
frontier of public participation can most wisely be drawn. Much more 
work of observation, experiment, and appraisal is yet to be done. But 
with regulatory work placed in the hands of a trained personnel, 
some of them drawn from the finer elements of the trade but with a 
liberal sprinkling of those who have had professional training in 
economics, it seems safe to expect that moves will be tentative till a 
sufficient basis of fact can be secured on which to base trustworthy 
judgment. There is a big work here for the economist both in govern- 
ment service and outside. Let us hope that the profession may justify 
itself by the thoroughness of its scientific method, the open-mindedness 
of its attitude, and the practical sense of all its activities. Persons 
brought under the sway of live-stock and grain regulation, at first 
aghast at what might happen, are now breathing much easier at the 
prospects of what evidently will happen. With the present Secre- 
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PROBLEMS OF MARKETING—DISCUSSION 


James R. Howarpv.—The desire to control or dominate situations or 
businesses with which we may be connected is a very well established human 
instinct. In no stronger way has this instinct found expression than along 
commercial lines. It is developing along channels reaching from the pro- 
duction of the basic product until the finished product reaches the consumer. 

The Ford Motor Company own their own coal mines and steel mills, as 
well as their manufacturing plants. They have recently purchased a railroad 
n order to further facilitate the movement of their products. They follow 
their manufactured product through branch establishments until the jitney 


is placed in the hands of the ultimate consumer. 


Big rubber industries are buying or planting their own rubber tree 
plantations in the tropics in order that their manufacturing may be pro- 
moted by the control of the sources of their basic supplies. Great sugar 
companies own and operate millions of acres of beet or cane lands. 
Tobacco companies are buying tobacco plantations both within this country 
and abroad. All have the one desire and purpose of controlling their 
basic products and establishing commercial or industrial independence. 

Industry has always been able, in a great measure, to fix its own price 
upon its own product. The American woolen mills practically control 
the woolen markets of the country, through the exercise of their control 
over the greater part of the woolen output. Their independence is shown in 
their trade practice of only occasionally opening their books for bids upon 
their products. The bids are not bids in price but rather acceptance of 
quantities of product at a price set by the woolen company itself. The 
buyer can accept the price or let it alone. The company merely manu- 
factures the volume of goods for which acceptances have been made and 
the public pays the bill. While the woolen company does not control all 
of the woolen business of the country, it does control a sufficient volume 
s. that the price which it sets largely determines the price at which the 
small or independent mill operates. It would be idle to say that the law 
of supply and demand of basic products, of labor, and, indeed, of finished 
products, are not factors in the establishment of industrial prices. Never- 
theless, industry to a large extent is able to establish its own charges and 
control the volume of its output. 

The instincts and desires of the farmer are not unlike those of our brothers 
and cousins in industry. We have the same desire to follow our product as 
far as possible down the distribution channel as has any other industry. 
We have the same desire to establish prices as has a manufacturer. More- 
over, we have the same moral right and ought to be conceded the same 
legal right as any other class of citizenry. 

Many farmers in the past have been advocates of price fixing. A great 
proportion of the public have viewed with alarm the possibility of a farmer 
control or monopoly of price, and the fear of accomplishing such a thing 
has gone so far as to attempt the prevention of any legislation or any 
system of organization which might make such a venture possible. The 
attitude of the public has been that a farmer monopoly would so raise 
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answer to either question regarding the farmer’s right or privilege. Con- 
cerning his ability to interpret his rights into constructive action or realiza- 
tion, is another question. However, those who look askance at the possi- 
bility of such future development may do well not to underestimate the 
recent advance in the coéperative marketing of farm products both in this 
country and abroad. 

Codperation is no new thing. So near as I am able to determine, the 
first attempt in the United States was in the establishment of a codperative 
dairy at Goshen, Connecticut, in 1810. In the decade from 1840 to 1850 
there were a number of attempts at codperative organizations both in this 
country and in Europe. The decade from 1870 to 1880 witnessed a very 
remarkable development amongst farm organizations and included not only 
marketing organizations but credit organizations and mutual insurance com- 
panies. Of course, many of these were failures with numerous contributing 
causes for their not being successful. Many of them fulfilled a useful 
function and passed out of existence with the changing of population or 
shifting of agricultural developments. A few have continued successfully 
over a large number of years. At the present time there are 928 codperative 
cheese factories in the United States located in 21 different states. There 
are 1610 codéperative creameries located in 38 different states. There are 
approximately 6000 codperative elevators, the oldest one having been in 
continuous operation since 1868. There are more live-stock shipping asso- 
ciations than elevators, the oldest of which according to our record having 
been established in 1883. These, however, are, in the main, local organiza- 
tions. They effect some economies in the intermediary marketing of the 
product but have no effect upon the ultimate price because of lack of 
cohesion. They are, however, potentially great factors in that they may 
become the nuclei of larger endeavors. 

The fear of such a possibility is clearly indicated in the frantic efforts 
of boards of trade to prevent the U. S. Grain Growers from obtaining mem- 
bership on the exchanges or from functioning in any way. The same atti- 
tude has been shown regarding the establishment of Producers’ Commission 
houses upon the various live-stock markets. Already there are operating 
under the National Live Stock Producers Association codperative sales 
agencies at East St. Louis, Ill., Indianapolis, Ind., Chicago, Ill., Peoria, IIl., 
Buffalo, N. Y., Ft. Worth, Tex., and one at South St. Paul, Minn., and are 
handling at some of the markets from one-third to one-half of the total 
receipts. At practically every market where established these commission 
firms are leading in volume of business handled and are steadily increasing 
in patronage. 

These firms have not attempted to have any control of prices other than 
that of stabilizing of receipts, and through that stabilizing of receipts the 
general steadying of the market. What control they may later exercise 
over prices remains to be determined. 

The situation, however, with the California fruit coéperatives is quite 
different. They have a limited productive area which facilitates their 
organization and operation. They have a perishable product which the 
farmer must market in season and thus makes it easier for him to submerge 
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Another point is worth careful consideration. It is not reasonable to 
suppose that anything like a majority of the farmers will ever become 
nembers of any marketing association. The farmer is too independent 
minded as yet to expect such results. Therefore, there will be a competi- 
tion in marketing efficiency between the coéperative organization and the 


product which is sold through non-coéperative channels. This competition 


of systems added to that of prices or individual will be keener than the old 
competition. This is already showing up in the live-stock commission 
companies to which I have already referred. Every shipper of stock to 
markets where coéperatives have been established for any length of time 
concedes that service began to improve the moment the codperative com- 
mission firm began to get on its feet. It is not the old competition of one 
firm as opposed to the other but it is the competition of one marketing 
principle as opposed to another marketing principle and is, therefore, much 
more effective. This competition of marketing in itself would prevent any 
possibility of an excessive or undue fixing of prices. 

Coéperation is making even greater progress in European countries than 
in America. Students of the European situation concede that codperative 
organizations are the principal stabilizing force in many of those nations 
in their times of social and political uncertainties. The American Farm 
Bureau Federation has recently had an observer in ten different European 
nations studying coéperative marketing, and his report indicates material 
progress in nine of the ten countries. 

The experience of the wine growers of Spain nicely illustrates my sum 
mary and conclusion. For a half century they marketed their products 
cooperatively and were prosperous. They conducted their marketing or- 
ganization in such manner that the public welfare received its due and 
proper consideration. Finally there came a time when the management 
through selfishness forgot the public welfare, and the wine growers organ- 
ization immediately went to the wall. It was fitting that it should do so. 
The success of any organization which attempts to fix or control prices 
will only succeed as it takes into account the interest of the whole people. 
This is the fundamental prerequisite of success. Any other plan or system 
is surely destined to fail. 


Cuartes J. Branp.—The discussion of marketing problems, particularly 
with respect to the products of agriculture, has developed very diverse and, 
in some respects, very extreme points of view. Some of the commentators 
appear to take the position that there is nothing the government can do 
that will be really helpful. They flatly take the position that wherever 
the government takes a hand it harms rather than helps, and that “It is 
none of the government’s business.”” If you were to make a careful per- 
sonnel survey of the “less government in business” group that has grown 
so numerous and expressive since the War, I feel quite sure that it would 
be found that a majority of its individual components operate under the 
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II 


The sphere of the several states of the Union is naturally broader than 
that of the municipality and necessarily involves certain coérdinating func- 
tions between city and country, between industry and agriculture, and, in 
general, the treatment of problems on a broader basis due to wide diver- 
sity of interests of its population. State-wide legislation is effective in 
many respects and is indispensable in some. Under our dual form of govern- 
ment, certain powers can be exercised only by the states. It seems trite 
to say that business does not operate along political boundary lines, so that 
the possibility of forty-eight kinds of legislation on a specific subject fur- 
nishes a natural impediment to the efficient conduct of the many kinds of 
business, particularly where commerce between the states is concerned. 


III 


The proper sphere of the national government, in relation to marketing, 
may be briefly stated under the following descriptions: (1) the develop- 
ment of educational policies with respect to marketing problems that will 
make for industrial peace, political amity, and national preparedness in 
satisfying the proper yearning of the people for a decent fullness of life; 
(2) the laying down of suitable rules of action to prevent unfair or 
destructive methods of competition and monopolization where there is 
not under existing law a sufficient degree of supervision to insure the pro- 
tection of the general public, the general prevention of fraud and advance 
of uneconomic practices; (3) the investigation of conditions in all industries 
and business, with sufficient incisiveness so that the government, as the 
representative of all the people, will be enabled at all times to know 
whether the business of production, conversion, and disposal of the necessi- 
ties of life is being run efficiently and economically, and whether profits 
are reasonable and competition is operating in such a manner as to give 
fair treatment to both producer and consumer; (4) A highly proper and 
necessary field of operation for the national government is in the fixing 
of grades and standards for both products and containers, and the enforce- 
ment of their use; (5) The central government furnishes almost the only 
relatively disinterested agency to promote uniformity of legislation, which is 
so necessary in order that business may proceed in an orderly and certain 
way; (6) It is the only agency capable of and in most respects fitted for 
the collection and dissemination of accurate, timely, and disinterested 
information regarding market prices, movements, methods, practices, or- 
ganization, and conditions. Finally, in general, it may be stated that 
wherever the commercial motive is not sufficient to bring about the wise 
solution of marketing problems with reasonable promptness, and where 
intelligent self-interest does not stimulate just and fair dealing between the 
various factors in the chain of distribution, the government, which is after 
all merely the people acting collectively, as a disinterested but none-the-less 
vitally affected factor, may properly step in to regulate affairs in such a 
manner as would appear best to serve the interest of all the people. Govern- 
ment participation, or as some prefer to call it interference, should, in my 


215 
|_| 
|_| 

| | 
were 
x the 
have 
farm 

and ‘ 
pro- 

t of 
ting 
ting, 

the 
ocial 

for 

do 
ally 
nce” 

ope 


216 Association 


has | 
opinion, in n ntil it is clear that an institution, trade. o; 


an er 
bring about conditions that will remove In 


that 
busin 


industry 


ar from the public’s mind. 

iency of economic motives 

interest to « irketing structure, the stress on the 
only of raw materials but of many 


possible toll the law and the con- 


gene! 
part of non-} I tion 


ve loy 


factured good r st 
science of tl This is not unnatural, nor js } cons! 
necessarily w1 majority of cases work out to th in | 
disadvantag« 


s necessitate functioning on the part 
ot government 


disse 
insure the development of industries will 
along lines tha hically, socially, and economically. of e 


mn on the part of the national govern 


That the d 


can 
ment has, in 


principles laid down by Professor 
Nourse, and 1 plified 


play 
above, is, I think, obvious from 


poss 
the character 


The following 


| 00a 

Meat 

28 H x to the shipment of live stock; emmy 
The Stand nd irrel L: 
The Star pro 
Che Seed eith 
( tect 
The casi 
[he e recently 
Che t t pro 


hington during the past twenty years mod 


leral laws is brought to your mind 


in I 


mo! 


let 
The foregoir witl idea of completeness. Other 
to t 


is the Federal Anti-Trust Law, 
reg 
the Federal R riff Commission Law, have been passed pri 
with a view to rests 
that the intent 


that the results 


laws of greater neh 


of the people. Some may argue 


t in the matter of legislation, but 
coc 


the 


gal 
dis 


Che consideration of even a singl 


one of those 1 tion, such for instance as the Meat In- 


spection Act, wv public benefits of government “inter- 


ference” in ma it law did more to help our foreign 


and domestic « tock, meats, and meat products than any 


one thing that I position of affected industries is also 


well illustrated the packing industry itself would prob- 
ably violently would deprive it of the little purple 
“U. S. Inspect In present day retrospect the days 
of Upton Sincl with its glaring overstatements have 
faded far into t 

I predict tl nacted Packers and Stockyards Act, 
administered, a ructively, 


fairly, and helpfully to all 


citizens, will, g l ling coéperation of the industry that 


— | 
ths 
ag 
th 
of 
th 
If 
m 
st 


Problems of Marketing—Discussion 217 


has been promised and is expected, be a great bulwark of protection to 
an enormous and absolutely essential business. 

In closing I might summarize by saying that there is general agreement 
that only in the rarest cases should the government actually engage in the 
business of marketing any products whatsoever; that its functions are 
general and relate to the discovery of sound principles, the general educa- 
tion of the public as to political and economic questions involving the de- 
velopment of sound national conditions which cannot exist where there is 
constant friction due to social injustice, the establishment of uniformity 
in legislative standards for products and practices, the collection and 


a 


issemination of reliable information, and the creation of conditions that 


will assure as far as such a thing is possible the free and proper interplay 


of economic forces and the operation of the “square deal.’’ Government 
can not guarantee economic prosperity, but it should assure economic fair 
play. The citizen should be left to do his work as untrammeled as is 
possible with the ever increasingly complex structure of exchange that 
modern conditions have called into being. 


W. D. Mortarty.—In discussing the proper sphere of government regu- 
lation in the marketing of farm products, I wish to confine my remarks to 
emphasizing the fact that one of the phases of marketing farm products 
in most serious need of government regulation is the marketing of farm 
products by codperatives. In stressing this fact, I do not have in mind 
either the protection of the public from unfair price fixing or the pro- 
tection of other marketing agencies from unfair competition. In some few 
cases it is true the codperatives can and do victimize the consumer by 
monopoly methods; but, as a rule, the very nature of the price-fixing 
process is beyond serious manipulation by coéperatives, and the tendency to 
let the farmer do anything he wants to is apt for some time to continue even 
to the point of excepting codperatives from the operation of laws designed to 
regulate other marketing agencies; and in local cases, such as milk, where 
price fixing is too flagrant, public opinion will find a remedy. 

The regulation I have especially in mind is regulation to protect the 
codperators themselves from their own stupidity and inefficiency and from 
the beasts of prey who organize codperatives to exploit them for private 
gain. Some of us may hold that the chief function of codperatives is to 
displace or in part supplant other marketing agencies, some of us may hold 
that their chief function is to act on the one hand as a warning to those 
agencies, and on the other to serve as evidence to the farmer that other 
marketing agencies have no such margin of profit as the more wild-eyed of 
the apostles of codperatives have asserted. But whether the chief function 
of codperatives is to regulate other agencies, or in some measure to supplant 
them, entirely too many farmers’ coéperatives are notoriously inefficient. 

Regulation by education is not enough, but much could be done by it. 
If the farmers who are considering forming a codperative had been even 
moderately educated in advance as to why codperatives fail, the most 
stupid errors, at least, would be avoided. If in addition, they had furnished 
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ized under wild expectations and fail either from dishonesty in manage- 
ment or from gross inefficiency. 


Frev. E. CLarx.—It is the purpose of this discussion merely to emphasize 
some things which Dr. Weld has discussed, and to point out certain angles 
of interpretation of the data which he has used. 

The first point concerns the difficulty of making statistical comparisons 
between large and small stores. 

As Dr. Weld has suggested, it is a question how far the figures he has 
used can be made to support a thesis concerning large-scale operations in 
merchandising. This is because in many cases large and small units of 
stores of certain types are not really comparable. Large stores, for ex- 
ample, not only do a larger business than do small stores handling the 
same general type of merchandise, but they draw business from a much 
wider area. They have, moreover a different clientele—a clientele which 
expects excellent service and a wide variety of merchandise from a large 
store. Even the commodities handled are not entirely comparable. Large 
grocery stores often deal in higher priced specialities than do their smaller 
competitors, and they may even ignore almost entirely the staple business of 
the ordinary grocery store. Again, it was shown in the paper under 
discussion that, in the shoe business, for example, corresponding to the 
varying volumes of business, there is usually a difference in the grade of the 
shoes handled. 

The problem of obtaining a correct statistical analysis of the economy of 
larger-scale merchandising is particularly apparent in the case of large 
wholesale houses. Large wholesalers not only sell over a wider area than do 
smaller houses but they brand and sometimes manufacture many of their own 
products, so that in some cases they have, in addition to a manufacturer’s 
problems of production, a manufacturer's problem in selling his product— 
for a large wholesaler must create the entire demand for his own brands, 
usually by sending salesmen to the retailers. The small jobber, on the 
other hand, commonly takes orders for staple goods, and for specialities 
and branded staples for which the manufacturer has already created a 
demand through his consumer advertising or through “missionary” salesmen 
sent to the retailer. Since no such demand has been created for the goods 
on which the large wholesaler places his own brand, his marketing problem 
corresponds, in a sense, to the combined sales problems of the manufacturer 
and jobber of many of those products which are handled by the small 
jobber. An analysis of the selling costs of large jobbers as compared with 
small jobbers seems to show that the former have larger costs. But, when 
this difference in their market problem is considered, the case is not clear, 
since the corresponding sales work of the manufacturer is partly assumed 
by the large jobbers when they brand their own merchandise.’ 

This is, of course, not conclusive so far as the other reason for large expenses 


given by Dr. Weld is concerned, viz., difficulties in administration may also be 
present. 
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1. The large merchandising organization seems clearly to have certain 
buying advantages. In the first place there is the advantage of special- 
ization. The volume in which the business is done makes it possible to 
hire or to Gevelop and use to advantage the services of skilled buyers. In 
the second place, the large house has a certain power in purchasing which 
arises from the volume which it buys. Because it buys in large quantities 
it is commonly able to force supply houses to grant lower prices or better 
terms than those commonly received by smaller competitors. It is likewise 
able to demand better service from sellers—quick deliveries, for example. 

2. There are, on the other hand, certain difficulties of supervision which 
arise from the mere size of the business. These first two points have been 
adequately covered in Dr. Weld’s paper. 

3. The third important point refers to the disadvantages which a large 
merchandising organization suffers because of the difficulties it has in 
getting a sufficient volume of sales, and in keeping the trade it has. The 
large store, the large wholesale house, and the large factory, must each 
draw on a large clientele in order to get volume. And it is in this con- 
nection that I wish particularly to discuss the superior service which large 
merchandising organizations sometimes render. Perhaps Dr. Weld over- 
emphasizes service as a difference between large and small units—a differ- 
ence making them incomparable. It seems, however, that we should also 
consider the extent to which this service is a necessity due to the size of 
the merchandising unit, and consequently a weakness of the large establish- 
ment. Service, as Dr. Weld shows, is really a part of the sales effort which 
is made in order to get volume. This will be seen by an examination of the 
figures he quotes from the expense data in the retail clothing trade, as 
gathered by the Northwestern University Bureau of Business Research. 
Of those expenses which increase with the size of the business, practically 
all may be considered as charges which increase because of the necessity 
for using extra sales effort or extra service to get volume. Among these 
items are charged sales, volume of outstanding accounts, and the value of 
goods returned to the store. All of these are service elements, the extent 
of which probably can be explained by the need to sell. That is, the 
large store must be generous in such matters in order to get volume. Such 
general expense items as delivery, wrappings and containers, allowances, 
and elevator expense may likewise be excessive because of the need for 
service as a means for obtaining volume. Advertising is obviously a sales 
expense, as is the higher grade personnel which the large stores seem uni- 
formly to have. 


In summary, I wish to emphasize five general conclusions concerning the 
problems stated : 

1. The large merchandising establishment has certain buying advan- 
tages, due to its ability to hire specialized and skilled buyers, and to its 
buying power, which enables it to require lower prices and superior service 
from supply houses. 

2. When a large part of the operations are mechanical and routine in 
their nature—as in the case of storage and elevation—the large house may 
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ROUND TABLE CONFERENCE ON AIMS AND METHODS OF 
BUREAUS OF BUSINESS RESEARCH 


AND MetHops oF THE Bureau or Business Researcu, NoRTHWESTERN 
UNIVERSITY 


Horace Secrist 


The results which it is hoped to secure through the creation of a university 
bureau of business research may be indicated by setting out its advantages 
to business, to the faculty, to the students, and to the school itself. 

When a school is unorganized for research purposes, the services which 
it may render to business consist primarily in the advice which is given by 
those members of the instructional staff who are fortunate enough to com- 
mand the respect of business houses and associations and whose opinions 
are sought. The result of this, as a rule, redounds to the benefit of both 
business and the teachers involved, but it does not necessarily mobilize the 
good will of the school nor integrate the research activities of the faculty 
and the students. When a school is organized for research through the 
establishment of a bureau, the following, among other advantages, are 
likely to accrue: 

1. Advantages to business: 

The school thus organized may be used by business 
a) As an alternative to private agencies for research purposes. 


b) As an alternative to the creation by itself of a research agency or 
department. 


c) As an organized body to which appeals can be made for state- 
ments of business facts and principles more inclusive and com- 
prehensive than could reasonably be expected from an individual 
instructor or department. 

d) As a dispassionate and scientific source for information which is 
controversial or which might be colored by private or public 
agencies. 

e) As the source most likely to be formulating a business synthesis 
because of its intimate contact with professionally trained men 
in all phases of business relations. 

f) As a confidential agent to which trade or business secrets would 
be divulged when they would not be given to an individual or to 
a commercial agency. An organized bureau, like a school, is 
looked upon as being impersonal, the interests of which are 
non-pecuniary and scientific. University resources give organ- 
ized research a standing and a permanency which cannot be 
expected from widely dispersed or scattered individual efforts. 

Advantages to the faculty: 

a) On many problems involving more than a single interest, organ- 
ized research makes possible a coérdination of research activities. 

b) It stimulates production in so far as researches are codrdinated, 
since organization of the field and the delivery of a product 
demand it. 
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Bureaus of Business Research 2 
and analyze business facts in such a manner that they would serve as a basis 
for instruction and at the same time contribute to a knowledge of business 


and of economic science. The aim has been not to duplicate the work of 


private research organizations which analyze the problems of individual 


enterprises and associations and render to them confidential reports. On 
the other hand, The Bureau is interested in determining the principles under- 
lying business, in stating them as economic truths and making them available 
as guides not only for the business which are studied, but also for others who 
are interested. Accordingly, it has insisted that the widest publicity shall 
be given to its findings, while at the same time it has been careful to hold 
as confidential the individual facts which have been furnished to it for 
analysis. 

The Bureau has not been content to make superficial analyses nor to 
render a “service” for a quid pro quo. Neither has it been its main purpose 
to popularize its findings, and to instruct business organizations and others 
in the manner in which its conclusions may be used as a basis for money 
making or as a guaranty against business losses. Interest has been in the 
discovery rather than in the application of economic principles. It has, of 
course, recognized that upon some one must rest the responsibility of con- 
verting business units to the necessity of applying the facts discovered. 
This function, however, has not been assumed. It can best be performed 
in schools by making its findings the basis of instruction in courses dealing 
with marketing and retail distribution, and by trade associations and pub- 
lications as the background for a campaign of education. What is now 
needed most is the discovery of principles resting upon a factual basis, 
which will serve as a foundation upon which business may be built and 
conducted. 

As a basis for its studies, the Bureau first set up in concrete form the 
standards to which business research must conform. In doing this, an 
inventory was taken of the methods which must characterize research if 
it is to be of fundamental value. These standards have to do in turn with 
defining the purpose of its respective studies; with correlating the methods 
used and the purposes in mind; and with drawing conclusions from the data. 
It is, of course, unnecessary before this body to describe in detail what the 
standards are, further than to say that truth is the end sought and every 
legitimate method is used which will determine it. Largely because of the 
type of problems which have come to it for analysis, the Bureau has re- 
stricted its study to the field of retail distribution. What it has attempted 
to secure from analyses in this field are the underlying expense- and trade- 
tendencies which characterize it. Its interest has been to determine the 
uniformities and basic principles which have general application, and to 
measure the tendencies under which competing units operate, not so much 
in point of time, as in terms of varying location and conditions of operation. 
That is, it has attempted to develop a measure or barometer for retail 
trade in which the characteristics of business, in so far as expenses and 
costs are concerned, are looked at from a “vertical” as distinct from a 
“horizontal” viewpoint. By the “horizontal” aspect is meant the per- 
spective incident to time whether related to sequences of processes or to 
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work has lain in the field of marketing. Investigations have been made in 
advertising, methods of paying salesmen, and the use of exclusive agencies. 
In seeking to make more money, business men desire to learn more definitely 
where their market lies and how to reach it more directly. In helping them 
here, the Bureau may not only serve them, but also serve society. Our 
largest jobs are a general analysis of the New York market which we are 
making for the Association of Advertising Managers of twelve large 
New York newspapers, and a comprehensive study of buyers’ attitude 
towards department stores and their advertising which we are making for 
one of New York’s largest department stores. We are now engaged in an 
independent study of advertising mortality. 

We have found interest among merchants more than among manufac- 
turers or financial institutions, and in New York, at least, it is in mer- 
cantile business that the University Bureau seems to have the greatest 
opportunity. 

Our second chief field of activity lies in the construction of trade barom- 
eters. Each month we send to the members of the New York Wholesale 
Grocers Association a special trade barometer which applies to their par- 
ticular trade and to their particular section of the country. This contains 
a weighted index number of wholesale grocery prices, an index number of 
consumer purchasing power, and curves showing the course of average 
daily sales, physical volume, and collections. I will say, in passing, that 
we have found that the purchasing power curve of New York State has 
value in forecasting the course of grocery sales. In the periodical, Admin- 
istration, we publish a general barometer called “The Trend of Business” 
which we fondly believe to be the most reliable forecaster of the business 
trend now in captivity. At present we are working on a purchasing-power 
index of which I have high hopes. I will merely say that our work in these 
fields is not built upon a mathematical or empirical basis, but is based on a 
study of cause and effect relationships. 

Our third field of endeavor has been in the direction of moulding public 
opinion, and I would invite your attention to the possibilities of this field. 
We have sent out two questionnaires to the members of the American 
Economic Association; one dealing with the American Valuation Plan, the 
other with the New York Curb Market. Our idea has been that by 
publishing the results of such questionnaires and securing adequate pub- 
licity therefor, we can make the judgment of economists more effective in 
public affairs. I realize that this is a delicate matter but firmly believe 
that it is a legitimate and valuable function. 

Perhaps it is here that I should mention our study of Textile Trade 
Terms, prepared for the Associated Advertising Clubs. On the basis of 
questionnaires from 1000 women scattered from Maine to Oregon we have 
determined what textile terms are, and what are not, misleading. This 
study will be influential in inducing correct usage in the trade. 

The methods which we use in the Bureau may be of interest to you. In 
the first place I will say that our chief working force consists of a little 
group of graduate students supported by what we call “Working Fellow- 
ships.” These “Working Fellows” we regard as apprentices in the field of 
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A Bureau of Business Research can serve as a clearing house for outside 
faculty activities. In New York University most of the faculty members 
do outside work for various industrial and commercial concerns. The 
Bureau of Business Research may serve as a middleman in marketing the 
services of competent faculty members who may be called in as experts to 
deal with the subject in which they are qualified. 

As already intimated, the Bureau needs advice in many different lines 
sales, merchandising, advertising, industrial relations, plant management, 
engineering, applied psychology, finance, statistics. In my opinion the 
Director of a University Bureau should endeavor to interest the experts 
in these different fields which he has on hand on the faculty to which he 
belongs, and should try to secure work for them. I will add that they 
should generally be compensated for their work on a fair per-diem basis. 

In general, the University Bureau of Business Research should be re 
garded as the University’s business laboratory. It should be equipped by 
the University with the necessary implements and machines, including a 
special library and mechanical appliances, and through it the University 
should put at the disposal of the business world those research activities 
which it is qualified to conduct, in much the same way as its various bio- 
logical, chemical, and physical laboratories are utilized. There should be 
an especially close relationship between the department of statistics and the 
Bureau. 

Another phase of the activities of a Bureau of Business Research which 
may be touched upon lightly—even delicately— is its function as an agency 
of good university publicity. The published researches of the Bureau are 
the best sort of advertising for a university. Sound and helpful business 
forecasts may be very effective in bringing the University into helpful 
contact with business men. I look for great expansion in the recognition 
given to university work in economics and statistics as a result of such 
contacts. The slogan of the University Bureau should be “Extending the 
Service of the University.” 

Let me close with a word of warning. There are dangers in the contacts 
to which I have referred. The University Bureau must remain a true part 
of the University and to that end must retain its scientific integrity. It 
must not lose the social point of view. I have elsewhere stressed the 
difference between accounting and economics, which serves to illustrate my 
point. There is a wide difference between business and economics—be- 
tween the private individual point of view and the social point of view. 
This difference we are apt to forget in business research. The University 
Bureau in doing practical work needs to remember the fact that long-run 
policies must be guided by social considerations. It must try to appreciate 
the business man’s interests and do the things which will be of practical 
benefit to him, but in dropping academic aloofness it must be careful to 
retain scientific ideals and always seek not only the truth, but the whole 
truth and nothing but the truth. 

Two problems should be mentioned. First, should we accept work 
which can not be published? It is a safe rule not to do so, but one which 
in my judgment may be departed from. At New York University we have 


wo 

al 

of 

to 
ng 
its 

r 
ne 

‘h 

I] 

u 

p 

+ 

t 

e 
o 

t 


230 mic Association 


made : m n safe fields which may never see the 
public urer wants us to determine the relative 
attention va used in his advertisements. <A de- 
partment st t factors determine women’s shopping 
preference iluable to them, must be given to them 
alone. In su bjection. But I would refuse any pro- 
paganda Work 

I submit th | virtue in mere publication. Indeed th, 
departure fri l n publishing only a part of the truth, | 
suspect that reports have been published by Bureaus 
which do not t nor cover all the data secured. 

Second, at N vork for business men on a business basis 
That is, we d mpensation. There is much to be said 


for this. Ifa value, business men will pay for it. If it 


has not. it m levote the Bureau’s energies to something 


that has. On he University Bureau is to find what 


business really t sults in a form that business men wil] 
really use. 


THe Burea ARCH OF THE UNIVERSITY oF ILLINoIs 


I shall corsid ms of business research from the point 
of view of stat lraw my illustrations from the experience 
of the Bureau 


When the es Bureau of Business Research was under 
discussion at [I] t quickly became apparent that a state 
university had « ; in this connection to the state as such, 
which need not research organizations. These responsi- 
bilities are expr wing section of a report upon the proposal 
to establish th 


It is possible t d principles and policies for the Bureau at 
Illinois, having i the peculiar obligations attaching to a state 
university, and tl pt only what others have not done. 

At least three } t the base of our proposed research. 

1. It is part Bureau of Business Research of a state 
university t reneral economic conditions within the 
state 

The best p1 management should be brought be- 
fore the bu 
The factor ful conduct of business should be con- 
stantly und 1 the general point of view should be 
that of th n in a typical business in an ordinary 
community 

It is doubtful lertaken by the Bureau would be justified 
unless it came wit f these principles. It will probably be wise 
to submit each sug test 


Let me take u points in turn. 

The universit' tution owes a measure of service to its own 
state which is n rom endowed schools or other research 
organizations ‘ not restrict its student body or restrict its 


reseal 
that 1 
which 
of B 
withi 
econ 
Ty 
in th 
well 
for 
wt ll 
to b 
surv 
repo 
pare 
T 
of 
stat 
the 
notl 
sucl 
for 
rep 
enc 


tim 


= 
in 
co 
pre 
the 
an 
its 
pu 
in¢ 
to 
ti 
ne 
co 
to 
in 
th 
re 
d 
fe 
p 
a 


the 
lative 
A de 
Dping 
them 
pro- 


d the 
h. J 


reaus 


said 
If it 
thing 
what 
will 


oint 
ence 


nder 
itate 
uch, 
nsi- 
osal 


Bureaus of Business Research 231 


research in any field to purely state questions, yet there is no doubt but 
that it owes its first duty to the citizens and to the problems of the state 
which created and maintains it. Consequently, it devolves upow its Bureau 
of Business Research ‘to study and explain general economic conditions 
within the state,” yet with a consciousness all the while that many phases of 
economic conditions recognize no state boundaries. 

Two activities of the Bureau will illustrate the application of this first 


principle. Three bulletins have been issued dealing with taxes. Included 


in these are some consideration of the sources of state income, non-tax as 
well as the general property tax, and a study of the characteristic tax rates 
for all cities of the state with 2500 or more population. Another project 
well under way is one which will undertake to outline the data that ought 
to be collected by civic bodies wishing to make a commercial and industrial 
survey of their communities. It is clear that such surveys will be valuable 
reports of economic conditions, especially when they are available in com 
parative form period by period. 

The second principle adopted had to do with bringing the best practices 
of good business management to the attention of the business men of the 
state. The agricultural interests have their farm bureaus to bring to them 
the newest and best of scientific agriculture; the business interests have 
nothing to correspond to these. They very reasonably wish to have some 
such service and it seems but logical for the Bureau to be the agency 
for the present at least. To quote again from the previously mentioned 
report: “This would not mean engaging in extension classes, correspond- 
ence work, and the like, but the production of bulletins from time to 
time which would be less in the nature of reports of research and more 
in the form of outlines of good practices which the average business man 
could adapt to his own enterprise.’’ In regard to the policy of looking at 
problems from the point of view of the average business man, it is felt 
that “big business,” having its own experts, expects to look after itself, 
and that it is the average business concern which, being of necessity without 
its individual experts, has the most right to look for suggestions from a 
public institution like a state university. We have been, perhaps, too 
inclined in many ways to overlook the potentialities and needs of the smaller 
towns. 

In harmony with this policy the Bureau has planned a series of informa- 
tional bulletins upon various aspects of business. The one at present 
nearest completion touches upon the personnel problems of the smaller 
concern, and it is hoped that it may be the means of directing the proprie- 
tor’s attention to those personnel activities which will not be out of place 
in his business even if it be only moderate in size. Another project in 
this same class is an attempt to take the point of view of the ambitious 
retail shoe salesman and to answer for him this question: What can I 
do to learn more about shoes and shoe problems? We find a clear-cut need 
for better knowledge of merchandise as such, and we hope to be able to 
point out in some such way as this the path to that better knowledge, while 
at the same time not engaging in treatise writing. After shoes, other lines 
will no doubt follow. 
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the experience which those actively engaged in business have accumulated 
in their records. In a certain sense, then, their enterprises must be our 
laboratories—not in the sense that we would attempt in any way to “experi- 
ment” with them, but rather, if we may change the metaphor, that they 
should be regarded as mines possessing rich deposits of facts which, like 
the ores of the deepest gold mines, are to be accumulated, assayed, tested, 
and studied. 

The study of business can only proceed upon a fact basis. The universi- 
ties are perhaps the most disinterested parties to whom the facts could be 
given for study. They are taking up the burden of research in business 
in a spirit of service to all and special favors to none. And they will do 
all they can to maintain that disinterestedness and that spirit of service. At 
the University of Illinois we believe private reports by a public institution 
to be contrary to these ideals. 


Tue Harvarp Bureau or Business ReEseEarcH 
Mary E. Osgood, Secretary 


The Harvard Bureau of Business Research was organized eleven years 
ago as an agency for collecting first-hand information from business men 
to aid in instruction in the Graduate School of Business Administration. 
The field of marketing was chosen because at that time little reliable data 
had been assembled from the business men’s point of view or for educational 


purposes regarding the distribution of various commodities. The first work 
undertaken was an intensive study of the retail shoe trade. Since then the 
research has been extended to the retail grocery, hardware, drug, and 
jewelry trades, to department stores, and to the wholesale grocery business. 

The object of the Bureau’s work is to find out just what the facts are in 
actual business as the basis for the formulation of sound theories regarding 
business practice. Naturally, therefore, attention was turned first toward 


operating expenses. Every investigation by the Bureau has shown that 
merchants in discussing operating expenses among themselves continually 
had many misunderstandings because they were not talking the same 
language; they did not mean the same thing by the same terms. For 
example, one merchant told an agent of the Bureau that his operating 
expense was 7 per cent. Upon being questioned, he said, “Oh, that’s my 
pay roll.” Selling expense seldom included the same items for any two 
retailers. One proprietor included in his expense a salary for himself; 
many did not. Again, one merchant who owned the building in which his 
store was located charged his business with a reasonable rental for the 
space occupied; another merchant similarly situated entered no item for 
rent among his expenses. And so the discrepancies continued to be revealed 
in every trade, making the preparation of a uniform classification of 
operating accounts necessarily the first step in any research on operating 
expenses. The classification designates the different items that go to make 
up the real cost of doing business and provides a standard profit and loss 
statement upon which comparable figures can be collected. The primary 
object, from the statistical standpoint, in preparing the Classification of 
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lem of its own, those items which need the closest watching are the entries 
showing the inclusion of the proprietor’s salary, that is, Salaries and Wages 
for Salesforce and Buying, Management, and Office Salaries on a retail 
shoe statement, for example; and the entries for Rent, for Taxes—for 
Insurance, and for Repairs. To serve as a check for Interest on Capital 
Owned, the financial statement is studied and a figure for net worth, ex- 
clusive of real estate and good will, is determined on which interest, at the 
local rate on reasonably secure investments, is computed. If there is any 
doubt as to the accuracy of any figures submitted on the report, a letter 
asking for more detailed facts is sent to the firm from which the report 
was received. Occasionally several letters are necessary before a satis 
factory adjustment can be made, but in practically no case has the Bureau 
been denied the facts, when the firm is able to determine them. The check- 
ing of the report is the major task to be performed and the one that 
requires the greatest amount of time and expense. The care that is 
exercised, however, is justified by the improvement in the quality of the 
results secured. All the work is done by a paid staff working full time; 
it is not practical to attempt to operate this organization on a part-time 
basis; using students whose academic duties must have the right of way. 

Percentages, which are based on net sales, for each item of expense and 
profit as well as ratios of current assets to current liabilities, accounts and 
notes receivable to average monthly sales, and accounts and notes payable 
to average monthly purchases are then computed and a figure for stock- 
turn for the store as a whole is determined. To each firm is mailed a 
copy of the percentages computed from its own figures to be used in com- 
parison with the summaries compiled from the reports of all firms. After 
these percentages have been computed for all the reports, they are tabulated 
on a regular form for determination of the common figure. 

When the common figure sheets have been completed, the statistician in 
charge of the research and the professor in charge of the statistical courses 
in the School go over each sheet to determine the common figure for each 
item in each grouping. This common figure is arrived at by taking into 
consideration all the available data; the mode, the median, and the arith- 
metical average all being considered in view of the dispersion shown on the 
sheets. After the common figure has been determined, the highest and 
lowest figures for each item shown also are determined. 

Plans are now under way at the Bureau for the collection of figures on 
1922 operations from retail grocery, shoe, jewelry, and department stores, 
and from the wholesale grocery trade. While at the start the expenses 
incurred in this research work were paid from the general fund of the 
Business School, since January, 1921, the actual cost of carrying on these 
investigations has been paid by the trades themselves. The Bureau does 
not solicit contributions for these studies, but when a trade manifests suffi- 
cient interest in the results to assume the financial burden and will assure 
a sufficiently widespread interest on the part of its members to guarantee 
the submission of a workable number of reports, such research is undertaken 
or continued. In assuming this responsibility the Bureau safeguards the 
confidential use of the reports by having it definitely understood that any 
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ROUND TABLE CONFERENCE ON AIMS AND METHODS OF 
COLLEGE COURSES IN TRANSPORTATION 


Chairman, W. E. Butrersaven, Syracuse University 


The Transportation Round Table brought together a representative 


group inte rested in the teaching of Transportation. The two hours proved 


altogether too short and were entirely devoted to the aims of transportation 
courses. 

The Chairman opened the discussion quoting from the address of Presi- 
dent Harding to Congress, December 8, 1922: 

“No problem exceeds transportation in importance, it being the outstand- 
ing one,” and from a report of President Ira W. Hallis of Worcester Poly- 
technic Institute on “Education and Training for the Industries,” delivered 
to the A. S. M. E. in New York City, December 4, 1922, to the effect (1) 
that the present tendency is not to educate for menial positions, but to 
train for best citizenship; (2) that the latter calls for ability, first, to make 
a living, and, second, to use spare time for both professional and intellectual 
advancement; (3) that we do not need the “intellectual aristocracy” at 
present turned out by many colleges; (4) that we need fields (laboratories) 
for the training of these college trained apprentices. 

The Chairman stated that the college teachers of transportation must 


| decide whether they prefer to train their students or simply to teach them; 


to make useful and capable men out of them or simply to cram facts into 
them; that there is a big difference between useful students and learned 
students. 

It was said that there was considerable indifference and some outright 
hostility to the employment of college trained men by transportation com- 
panies. This is a well-known fact and could not be more pronounced even 
if the carriers incorporated it as part of their standard practice and general 
policy. 

The Chairman explained the reason for this as traceable to the college 
classroom, although the carriers are not without criticism. The institutions of 
learning and college teachers of transportation have mainly themselves to 
blame for this condition. They do not train vocationally; they are not 
practical in their courses. There is no higher educational institution in this 
country that has properly studied and solved this question; the courses of 
all are much too short and are purely theoretical. The only opportunity 
to study the practical side of transportation economics has been left to the 
various correspondence schools. 

A very small percentage of college trained and highly educated men 
enter the service of carriers. They give opportunities to the engineering 
and the legally trained college man but the traffic department (business side 
of the work) is not opened up or made attractive to college men. 

The colleges can partly overcome this situation and aid in solving the 
nation’s greatest problem. To do so they must revamp and broaden their 
courses, making room for “applied economics’’ to follow the “theoretical 
economics”; or for a vocational structure to be built upon a foundation 
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MINUTES OF THE BUSINESS MEETINGS OF THE AMERICAN 
ECONOMIC ASSOCIATION HELD IN CHICAGO, 
DECEMBER 27-30, 1922 


The first business meeting of the American Economic Association was 
held in the Congress Hotel, December 28, 1922, at 9 a.m., with President 
Seager presiding. 

The reading of the minutes of the last business meeting was dispensed 
with, inasmuch as they were published in the March Supplement, Papers 
and Proceedings of the Thirty-fourth Annual Meeting. 

The annual reports of the Secretary and of the Treasurer’ of the Associa- 
tion were read by Mr. Westerfield. The report of the Auditing Committee’ 
was read by Mr. McDonough for Chairman Armbruster; of the Editor of 
the AMertcan Economic Review’ by Mr. Dewey; of the Special Finance 
Committee’ by Mr. Westerfield for Chairman Seligman. These reports were 
adopted and ordered put on file. 

Mr. Gardner, for the Special Finance Committee, offered informally a 
series of resolutions, which he reported he would present formally at the 
next business meeting. 

Chairman Marshall presented the report of the Committee on Presenta- 
tion of Social Studies in the Schools. It was voted to adopt this report 
and the following recommendations contained therein: 

1. That the American Economic Association, and the other interested associa- 
tions, each authorize the appointment of one member to the board of directors of 
the National Council for Social Studies provided that the foregoing constitutional 
provisions be, in substance, put into effect by that body. 

2. That these tentative formulations® be received by the parent societies. 

3. That each society print and mail, not later than February 1, 1923, a copy of 
these tentative formulations to each of its members with a request for still further 
suggestions and criticisms. 

4. That the Joint Commission be authorized to draw up and secure publicity 


for a final formulation of (1) the purpose of the social studies in our schools, and 
(2) the distinctive contribution of each field of study to that purpose. 


Mr. Rossiter reported for the Joint Census Advisory Committee’ of the 
American Statistical and the American Economic Associations. It was voted 
to adopt the report, including the three proposed resolutions, namely: 


Wuereas, The codperation between the Bureau of the Census and the American 
Statistical Association and the American Economic Association, established by the 
appointment in 1918 of a joint committee of three from each association to advise 
with the Director of the Census during the Fourteenth Census period, has proved 
of such practical value to the Bureau that the Director of the Census has requested 
the continuation of such joint committee as a permanent body, therefore, 

Resolved, That the report of the present Joint Committee be accepted, and that 
the resignations of the representatives be and hereby are accepted, and 

Resolved, That this Association approve the creation of a permanent joint advisory 
committee to the Director of the Census to consist of six members, three of whom 

See p. 244. 

*See p. 248. 

*See p. 251. 

‘See p. 253. 

p. 255. 

‘See printed Report of the Joint Commission on the Presentation of Social Studies 
in the Schools, pp. 4-8. 

‘Formerly called the Joint Committee on Federal Statistics. 


d in- 
sity 
ago; 
owa; 
ty of 
st to 
rican 
1 tor 


240 


shall represent 
and said three 
tuted a standing 
Resolved, That 
be appointed by 
respectively Me 
tives of this As 
place on or bef 
filled at the meet 
Meeting of this A 
A vote of tl 
mittee. 
The Preside n 
On Nomina 
Willcox, Carver 
On Resolutio 
land, J acobson, 
On Honorary 
Fisher, Gardner 
Representati 
Studies in the S 


The second 
was held in the 
presiding. 

The minutes 
read and appr: 

The minutes 

Mr. Raney ex 
difficulties and 
law. It was 
power. 

Progress was 
tives to the An 
Taylor for the ( 
on personnel. 
continue the Cor 

Chairman 
accepted and or 

Mr. Westerfic 
Membership Cor 

Mr. Carver, ( 
mended enrolling 
as honorary men 


report of u 
*See p. 257. 


Association 


to represent the Statistical Associatio; 


sociation shall be and hereby are cong. 


iation, and, 


mmiittee representing this Association cha) 
for terms of one, two, and three 


Vears 


for reappointment. Election of representa- 


constituted joint committee shal] take 


nd thereafter the annual vacancy shall }, 
mmittee immediately preceding the Annual 


the outgoing members of this Com 


following committees: 


Chairman), and Messrs. Kinley. 


hairman), and Messrs. Haney, Hoag 
Chairman), and Messrs. 


ission on the Presentation of Social 
rshall and Kiekhofer. 


urne d. 


American Economic Association 
30, 1922, with President Seager 


g (that of December 27) were 


of December 28 was read. 

f the tariff on books and the present 
to proposed changes in the copyright 
er to the Executive Committee with 


irdner for the Association’s representa- 
Learned Societies; and by Mr. H. C 


a+ 


e with the National Research Council 


eive these reports, to file them, and to 


Budget Committee: the report was 


1an Deibler the report of the Special 


epted and ordered filed. 


mmittee on Honorary Members, recom- 


Italy and Knut Wicksell of Sweden 


was adopted. 


4 
re p 
l 
the 
dur 
nna 
Me 
suc 
ed 

iz 
lov 
7 
fift 
‘ per 
cha 
the 
neet in No 
hos 
ap) 
Pr 
wl 
So 
| 
| 
B: 


Business Meetings 241 


The following resolutions were offered by Mr. Gardner to carry out the 
report of the Special Finance Committee: 


1. Resolved, That the American Economic Association be incorporated and that 
the Executive Committee be directed to take the steps necessary to secure such 
incorporation. 

2. Resolved, That the Special Committee on Finance be continued with power to 
add to its members. 

3. Resolved, That the Executive Committee be authorized to appoint a Member- 
ship Committee to serve for three years, and to fill vacancies in such Committee 
during said period. 

1. Resolved, That the Executive Committee be authorized, if in their judgment the 
financial condition of the Association permit, to appoint a paid secretary of the 
Membership Committee, and to appropriate not exceeding $3000 for the expenses of 
such Committee, including the salary of the secretary, for the ensuing year. 

5. Resolved, That paragraphs 1 and 2 of Article III of the Constitution be amend- 
ed so as to read as follows: 

1. Any person interested in economic inquiry may, on the nomination 
of a member, be enrolled in the Association. 

2. There shall be four classes of active members of the Association— 
members paying an annual fee of $5; subscribing members paying 
an annual fee of $10; contributing members paying an annual fee 
of $25 or more; and life members comprising those members who 
contribute $200 or more in a single payment. Life members shall 
be exempt from annual dues. 

Chairman Hammond of the Committee on Resolutions submitted the fol- 
lowing set of resolutions, which were unanimously adopted: 

The members of the American Economic Association in attendance at the Thirty- 
fifth Annual Meeting, held in Chicago on December 27-30, 1922, wish to give an 
expression of their grateful appreciation of the courtesies and labors of those 
persons who made their stay there a pleasant and memorable one. 

They wish further to thank the Local Committee on Arrangements under the 
chairmanship of Professor H. A. Millis; the City Club of Chicago; the manager of 
the Congress Hotel and Annex; and the members of the instructional staffs of the 
Northwestern University and the University of Chicago for their courtesies and 
hospitalities. They also request the Secretary of this Association to transmit to the 
appropriate parties copies of these resolutions and to spread upon the records of 
the Association this acknowledgment of their obligations for the services rendered. 


(Signed) M. B. Hammonp, Chairman. 
Lucite Eaves. 
L. H. Haney. 
H. E. Hoacranp. 
M. L. Jacosson. 


Mr. Westerfield, for Chairman Hotchkiss, reported for the Karelsen 
Prize Committee. 

President Seager, at the request of Mr. Merriam, raised the question 
whether the American Economic Association desired to coéperate with other 
associations of social sciences in establishing a Council of Research in 
Social Sciences. It was voted to refer the matter to the Executive Com- 
mittee with power. 

It was voted to leave to the Executive Committee the determination of 
the time and place of the next Annual Meeting. 

Chairman Gardner reported the following nominations for officers for 
the coming year: 

For President: Carl C. Plehn, University of California. 

For Vice-Presidents: Fred R. Fairchild, Yale University; Bernard M. 
Baruch, New York City. 
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oF Meetine or Executive Commirrer, Decemper 30, 1922 


4 meeting of the new Executive Committee was held at the University Club, 
Chicago, December 30, 1922, at 12 o'clock. 

There were present: Mr. Plehn, presiding, and Messrs. Dewey, Ely, Gardner, 
Willis, Seager, Taylor, and Westerfield. Mr. Deibler was asked to sit with the 
Committee. 

Voted: To refer the matter of appointing a committee of the American Economic 
{ssociation on codperation with organizations of business men, to a committee 
composed of Messrs. Plehn, Seager, and Westerfield; and to direct them to inquire 
is to the nature of Mr. Rushmore’s ideas and, having determined upon the desir- 
bility of such coéperation, to report to the Executive Committee. 

Voted: To appoint as a committee on policies for prize fund contributions Messrs. 
Ely (Chairman), Hammond, Westerfield, and Page; and to ask them to report at 
the next meeting of the Executive Committee, or, if found possible earlier to deter- 
mine plans and policies by mail, to report to the Executive Committee by mail and 
isk a vote on the proposed plans. 

Voted: That in the opinion of the Executive Committee it is desirable to secure 
, charter of incorporation in the District of Columbia, and to direct the Secretary 
to confer with Mr. Walker D. Hines and take such measures to secure such charter 
is may seem desirable. 

Voted: To appoint Mr. Marshall as the representative of the American Economic 
Association on the National Council of Social Studies. 

Voted: To instruct the Secretary to procure from Mr. Raney a statement of 
not more than 500 words explaining the proposed copyright law and to publish it in 
the AmertcaN Economic Review. 

Voted: To appoint Messrs. W. C. Mitchell and Horace Secrist to confer with 
Mr. Merriam and others relative to the advisability of creating a National Council 
of Research in the Social Sciences. 

Voted: To hold the spring meeting of the Executive Committee on March 17, in 
New York City. 

Voted: To instruct the Secretary to change the form of the bills for dues to 
provide for the four classes of active members, and to give the non-life members 
annually the privilege of determining which class they prefer to be enrolled with. 

Voted: That it is desirable to have Mr. G. F. Warren, because of his fitness in 
wricultural statistics, and Mr. T. S. Adams, because of his fitness in financial sta- 
tisties, to serve on the Joint Census Advisory Committee; and to authorize President 
Plehn to confer with Mr. Rossiter or others as to which of the two shall be appointed 
by the American Economic Association, and to direct him to appoint accordingly. 
Voted: To authorize the Secretary to determine which of the representatives of 
the American Economic Association on this Committee shall serve one, two, and 
three years respectively. 

Voted: To appropriate $1000 from the Special Membership Campaign Fund to 
cover the expenditures of the Membership Committee and the Secretary’s office in 
procuring new members. 

Voted: To appoint Mr. Deibler as permanent Chairman of the Membership 
Committee and to authorize him to name the other members of his Committee as he 
finds it expedient. 

Adjourned. 
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minutes ot! 


December 27 


The spring 1 tive Committee was held at the City Club, Ney was 
York City, A , presiding, with Messrs. Dewey, Gardner, 191 
Hammond, Lu Westerfield also present. 

Linute re read and approved. (Dec. 30, 1921.) ( 

Voted: Tl this Committee that it is desirable to resume Oct 
payments for MERICAN Economic Review as soon as it appears Am 
that the finance: varrant such payments. 

Voted: Tl Meeting be held in Chicago, and that the Presiden: om 
and Secretar ch arrangements as seem Satisfactory with 
respect to plat respect to other associations meeting at Chicago 

Voted: Tha tee be requested to arrange sessions between 
Wednesday (D Saturday (December 30) noon. 

Voted: Th tructed to publish in the June Supplement both 
an alphabetica t of members, and to place a price of $1.50 on 
the book 

Voted: That tructed to sell all numbers of the surplus 
publications a { liscounts, by single number, volume, or set 
as dem inded 

Voted: That l ry Committee of the American Economic 
Associtaion be ear and that the increase of the numbers of 
the Committee tior f Professor Allvn A. Young be hereby 
authorized; tl ( Mitchell, W. F. Willcox, and E. R. A 
Seligman be co tatives of the American Economic Association 

President Sea g appointments to the Budget Committee: 
Professor Seag: 1. C. Taylor, Professors Dewey, Hammond, and 
Westerfield 

ourned. 
MINU? rive Decemper 27, 1922 

The second x tive Committee was held at the Congress Hotel, 
Chicago, Wed: i, at 5 pv. m. There were present: President 
Seager, Vice-P r, and Messrs. Gardner, Hammond, Millis, 
Patterson, Ta 

The minutes \pril 29) were read and approved. 

Acting upon Statistical Organization, Inc., to present to 
the American | 1 sum of money, not exceeding $1500, with 
which to conduc n among college students on economic subjects, 
it was voted tl nt a committee of three persons to consider 
the offer and r meetin of the Executive Committee; and that 
Mr. Baldwin, r Babson Statistical Organization, be invited to 
attend that mes ommittee and discuss the offer. The Chair- 
man appointed } i, Page, and Westerfield as this committee. 

It was voted Executive Committee meeting at five o'clock 
Thursday, Dec« n p. 242 

Upon the que ' rican Economie Association shall continue to 
send the Amer! nd other publications free to the seventeen 
European cco! essor Seligman as in 1921 and 1922, it was 
voted to instruc ie sending them for another year. 

The action of t ting Association funds in two $1000 Standard 
Gas and Electr 1 ec of Haiti bonds was approved. 


djourned. 
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Report of the Secretary 245 


Conforming to the instructions of the Executive Committee, the Secre- 
tary published as a supplement to the June issue of the AMertcan Economic 
Review, a Handbook, containing in its 110 pages (1) a brief statement of the 
history, purposes, and activities of the American Economic Association; 
(2) a copy of its constitution; (3) a complete alphabetical list of members 
and subscribers; (4) a geographical list of the same; and (5) a list of its 
publications. 

Owing to the financial embarrassments which the Association's treasury 
was suffering, the publication of the Handbook had been suspended since 
1919. 

Under authority granted by the Executive Committee under date of 
October 7, 1921, the Secretary has sent complimentary copies of the 
American Economic Review to the following European economists as rec- 
ommended by Professor E. R. A. Seligman :— 

A. Arration, Lille A. Loria, Turin 

M. Paris K. Méuery, Budapest 

L. Brentano, Munich W. Ovauip, Strassburg 

L. Buecuer, Leipzig H. Scuumacuer, Berlin 

L. Dierzet, Bonn J. Scuumpeter, Vienna 

K. Fé.pes, Budapest Vienna 

A. Graziani, Naples W. Somsart, Berlin 

B. Griziort1, Catania V. Petrograd 
J. Lewrnsk1, Warsaw 

Professor Irving Fisher was appointed by President Seager as the repre- 
sentative of the American Economic Association at the 26th annual meeting 
of the American Academy of Political and Social Science at Philadelphia. 

The Second Karelsen Prize Essay Competition, on the subject ““The 
Relations of Capital and Labor” has been conducted by the Secretary this 
year. It is a pleasure to report that in this competition 114 essays were 
received, which are now in the hands of the committee on awards. 

In the selection of the judges for the awards in this contest effort was 
made to get a catholicity of attitude toward the capital and labor problem, 
and to get men of eminence whose opinion commands approval in their 
respective fields. The judges are as follows: 

Economist: Willard E. Hotchkiss, Director, National Industrial Federa- 
tion of Clothing Manufacturers; 

Public Man: Harry A. Garfield, President, Williams College, and 
former Fuel Administrator; 

Socialist: John Spargo, Author and Lecturer; 

Representative of Employers: William C. Proctor, President, Proctor & 
Gamble Co; 

Representative of Employees: Samuel Gompers, President, American 
Federation of Labor. 

The prizes offered for the most meritorious essays are: first prize, $1000; 
second prize, $500; third prize, $250. The committee has not yet made 
the awards. 

After procuring quotations from various printing houses, the Secretary 
and Editor Dewey decided to change printers for the Association’s publica- 
tions, from the Princeton University Press to the St. Albans Messenger 
Press. It is hoped that this move will result in economy for the Associa- 
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The Secreta erated with Professor Deibler, Chairman 
of the Special M ttee, in securing new members. As will 
probably be ex n Deibler, he has effected an organization 
comprising th nasmuch as the long summer vacation 
interrupts th organization, it really did not become 
effective until } minations of the various committeemen 
have been ve i December. It is the opinion of the 
Secretary that ind his committee should be continued 
and this meml be prosecuted with vigor for several years. 
The effectivenes 1igns has been lessened by their brevity. 
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following figures showing changes in membership from 1911 to 1922 
be of interest in connection with the present campaign: 
Membership, January 1, 1911.. 1702 
Additions in 1911, 814. Removals, 112. Net gain, 702. Total, 2404 
Additions in 1912, 540. Removals, 229. Net gain, 311. Total, 2715 
Additions in 1913, 271. Removals, 473. Net loss, 202. Total, 2513 
Additions in 1914, 294. Removals, 338. Net loss, . Total, 2469 
Additions in 1915, 256. Removals, 281. Net loss, 2: Total, 2444 
Additions in 1916, 319. Removals, 274. Net gain, 45. Total, 2489 
Additions in 1917, 385. Removals, 274. Net gain, . Total, 2600 
Additions in 1918, 374. Removals, 296. Net gain, 78. Total, 2678 
Additions in 1919, 311. Removals, 275. Net gain, 36. Total, 2714 
Additions in 1920, 391. Removals, 239. Net gain, 152. Total, 2866 
Additions in 1921, 312. Removals, 251. Net gain, 61. Total, 2927 
Additions in 1922, 370. Removals, 252. Net gain, 118. Total, 3045 
Changes in Twelve Years 
Additions, 4637. Removals, 3294. Net Gain, 1343. 

Since 1911, average net gain per year... 
Since 1915, average net gain per year : 

The above table shows that the abnormal gains of 1911 and 1912 were 
followed by three years when there were net losses of membership, and that 
since 1915 each year has brought a net increase, the present year being 
second only to 1920 in that respect. 

The following members have been unfortunately stricken from our list by 
the hand of death: 

Cart E. Rosert Moore 

J. Crark Simon N. Patten (former President) 

Ezexret H. Downey Tuomas M. Rosertson 

Joun H. Mrs. Henry Wane Rocers 

Watter F. Hanpscui1n Frank A. Roper 

T. Howe Josepu H. Ruswron 

IsBELL Detevan SMITH 

Levy MAYER Joun L. Swayze 

Harotp L. Joun WANAMAKER 

The Secretary has procured from the ex-presidents of the Association 
their autographed photographs, which he plans to have framed and hung in 
his offices as permanent property of the Association. It is believed that 
these will have a sentimental and historical value for the Association, and 
it is hoped that each retiring president will furnish the Secretary wth a 
photograph for this purpose. 

The special activities of the Secretary’s office the past year include the 
following: 

1. The editing of the March Supplement containing the Papers and 
Proceedings of the Thirty-fourth Annual Meeting. 

2. The preparation of the Association Handbook published as a Supple- 
ment in June. 

3. The sale of surplus publications from the stock at Princeton and the 
removal of a portion of the unsold stock to St. Albans. 

4. The revision of the mailing list and the preparation of a complete 
set of new stencils for the addressograph. 

5. The preparation of careful, detailed stock inventory records. 

6. The conduct of the Second Karelsen Prize Competition. 

7. Coédperation with the Special Membership Committee; among the 
activities in this connection several large mailing lists were circularized. 

Respectfully submitted. Ray B. Westerriecp, Secretary. 
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During the year a $1000 United Fruit Company bond which the Asso- 
ciation held was called and $1000 of Victory notes matured. The Treasurer 
purchased through H. M. Byllesby & Company, of New York, two $1000 
Standard Gas and Electric Company 7 per cent bonds, due 1937, at 95; and 
through the National City Company, of New York, two Republic of Haiti 
6 per cent $1000 bonds, due 1952, at 9614. 

The investments of the Association now amount, at cost, to $14,628.70, 
and the balance in the savings bank to $3258.68: making a total of 
317,887.38 of earning assets. The bank balance subject to check amounted 
to $2774 on December 20: some interest is also realized on this balance 
but it is, of course, a fluctuating amount. Against this total of $20,661.38 
of available assets, it must be kept in mind that the Association holds $1750 
of the Karelsen Prize Fund contribution, which will be paid out the coming 
year as soon as the winners are sleected by the Committee on Awards. 

It is a pleasure to state that this year the receipts have exceeded the 
expenditures by $134.19. The total cost of the publication of the American 
Economic Review was $7980.05 as against $9003.94 the preceding year, 
being $581.75 less for paper and $269.95 less for printing. The total 
cost of publishing the supplements was $2088.92 as against $1434.96 in 


1921, an increase of $653.96. However, the cost of issuing the extra supple- 
ment in June, namely, the HanpBook, was $677.05—$524.99 for printing 
and $152.06 for paper-——and more than accounts for that increase. In 
sundry publication expenses there was an increase of $695.81, principally 
caused by the expense of crating and shipping the Association’s surplus 
publications from Princeton to St. Albans, the revision of the mailing list 


and preparation of a complete set of new stencils for the addressograph. 

The economies sought in change of printer from the Princeton Press to 
the St. Albans Messenger Press were absorbed the first year by the expenses 
of moving. The publication of the Association HaNnpsBook and the extra 
work occasioned by the change of printer have also forced the Secretary to 
expend more money for clerical and stenographic assistance. 

Although the Association has come through the year with a narrow 
surplus of receipts above expenditures, the financial problem is not yet 
solved. The reduction in the size and scope of the American Economic 
Review, the failure to pay contributors to the Review, and the limitation of 
the usual and proper functions of the Association are not the best way to 
equalize receipts and expenditures. The income of the Association must 
be increased. The present membership campaign should be continued with 
increasing zeal, and an endowment should be solicited. It is hoped that the 
Special Permanent Finance Committee will propose means to these ends. 

Based on the averages for the past three years and on predetermined 
expenditures for the coming year, the Treasurer offers for the consideration 
of the Budget Committee the following estimates of receipts and expenditures 
for the year 1923: 

Expenditures: 
a) Secretary’s office expenses :— 
Traveling and other expenses of the Secre- 
tary and committees 
Salaries of editorial and clerical assistants.. 2,850.00 
Postage, stationery, and office printing...... 460.00 
Annual Meeting ... 250.00 
Miscellaneous expenses, including new type 
writer and new desk... iiae 400.00 
4,155.00 


Association 


3850.00 
960.00 
1,310.00 


300.00 


$3,250.00 
325.00 
1,300.00 
3,600.00 
8,475.00 

220.00 
I € irned So- 


110.00 
480.00 


Receipts: 
From du ‘ $10,920.00 
From su 2,980.00 
From inte 1,000.00 
Sundry | 150.00 


$15,050.06 
Respectfully 
Ray B. WESTERFIELD, T'reasurer 
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REPORT OF THE AUDITING COMMITTEE 


New Haven Connecticut, December 23, 1922 
lo the American Economic Association: 


We have examined the books and accounts of the American Economic 
Association for the fiscal year ended December 20, 1922, and find that the 
blaance sheet presented below and the accompanying relative income state 
ment and surplus account are correctly prepared therefrom. 

Paper stock and investments have been valued at cost, and we have verified 
the investments and cash by actual inspection or by certificates from the 
depositories. The reserves for membership dues receivable and accounts 
receivable are, in our opinion, sufficient to care for defaults. 

We certify that, in our opinion, the balance sheet is properly drawn up 
so as to show the financial position of the Association on December 20, 1922, 
and the accompanying relative income statement fairly states the results 
for the fiscal year ended at that date. 


Respectfully, 
A. H. ArMBrRusTER. 
Joun D. 
Joun E. McDonovueu. 
Auditing Committee. 


Batance SHEET as AT DecempBer 20, 1922 


Assets Liabilities 
Cash in New Haven Bank and Membership Dues Prepaid. $ 446.25 
on Hand $ 2,774.00 Life Memberships 3,700.00 
Cash in Savings Account, Deficit Fund Contributions ; 255.00 
Central Trust Company Cam- Karelsen Prize Fund Contribu- 
bridge, Mass. 1,750.00 
Investments 14,628.70 Surplus ...... ee . 15,959.88 
Membership Dues Re- 
Less Reserve for 
Mem. Dues Rec... 500.00 
867.2! 
Accounts Receivable. . 
Less Reserve for Bad 
Accounts Receivable. 


Paper Stock 
Furniture and Fixtures....... 


22,111.13 $22,111.13 


Income STaTEMENT For YEAR Enpvep Decemser 20, 1922 


Ordinary Income 
Dues $11,366.10 
467.50 


$10,898.60 
Interest 


On Investments $ 734.45 


998.78 
150.84 
— $12,048.22 


180.75 

89.10 

On Bank Deposits, etc. ................ 264.33 
Sundry Profit and Loss......... 


252 Association 

Ordinary Outgo 
Office Salaries 
Traveling 
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Postage 

Office Supplies 
Telephone and T 
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Annual Meeting 
Dues to American 
Miscellaneous 
Expenses of Cor 


$ 3,066.15 
36.96 
149.12 
459.63 
53.52 
66.83 
4.46 
351.98 
116.75 
31.50 
196.38 
4,533.28 


Excess of Ordin . $ 7,514.94 
Publication Outgo 

Printing 
Editorial 
Editorial Expenses 
Proceedings and | 
Sundry Expenses 
Storage of Public 
Insurance 


$ 4,795.28 
1,500.00 
1,684.77 
2,088.92 

955.30 
212.50 
66.75 

—— $11,303.52 

Publication Income 

Subscriptions 
Less Defaulted 


Sales of Publication 


Excess of Publi 7,380.75 


Net Surplus for yea 


. 8 184.19 
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REPORT OF THE MANAGING EDITOR OF THE AMERICAN 
ECONOMIC REVIEW FOR THE YEAR ENDING 
DECEMBER, 1922 


The cost of the Review during the past year was $7980.05, as compared 
with $9003.94 in 1921, a reduction of $1023.89. This saving has been 
in large part due to the reduced cost of paper. In 1921 this item amounted 
to $1773.76, and in 1922, to $1192.01. The balance of the saving, $442.14, 
sin part due to a slight reduction in the number of pages printed. During 
the past year 752 pages were issued as compared with 772 in 1921. In the 
hope of reducing costs, the printing was transferred at the beginning of the 
year from the Princeton University Press to the St. Albans Messenger 
Company, St. Albans, Vermont. 

By principal items the cost of the Review during the past year has been 
as follows: 

Salary of editor P . $1500.00 
Clerical assistance . 1370.00 
Printing (including paper) . 4795.28 


$7980.05 
As in 1921, no payments were made to contributors. 

For the next year, the following estimate of cost based upon printing 
800 pages, and the same number of copies as now printed ( approximately 
3500) is submitted: 

Printing $3200.00 
Paper . ; . 1200.00 
Reprints, postage, etc . 500.00 
Editorial 1500.00 
Clerical assistance ; . 1500.00 


If payment to contributors is resumed, $1500 in addition is desired, making 
a total of $9800. 

The following persons have served as editors: Professor Julius H. 
Parmelee and Professor Carl C. Plehn, whose terms expire this year; 
Professor David A. McCabe and Professor O. M. W. Sprague, whose terms 
expire in 1923; and Professor B. H. Hibbard and Professor G. A. Kleene, 
whose terms expire in 1924. 

Professor N. R. Whitney has very kindly undertaken the abstracting of 
periodicals on ““Money, Prices, Credit and Banking,” and Mr. E. S. Gregg, 
the abstracting of periodicals on “Shipping.” 

During the past year 119 persons have codperated in writing for the 
Review, including leading articles, communications, reviews, document notes, 
and periodical abstracts. 

Appended are the comparative tables showing the distribution of contents 
and cost by principal items, in continuation of tables previously given. 


Davis R. Dewey, 
Managing Editor. 
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REPORT OF THE SPECIAL COMMITTEE ON FINANCE OF THE 
AMERICAN ECONOMIC ASSOCIATION 


As a result of the authorization given to the chairman of the committee 
at the last annual meeting, he asked Professors Ely, Farnam, Hollander, 
faussig, and President Kinley to help him in the work of the committee. 
The $10,000 which were raised a year or two ago served to pay off our 
debt and to add a substantial sum to our invested funds so that we have 
been able during the past year almost to balance our budget. In order to 
sccomplish this, however, the Association has been obliged to exercise 
economies which have cramped its activity. It has been obliged to decrease 
the size of its Review; to abandon the payment of even modest honoraria to 
its contributors; and to curtail its efforts to secure new members. 

At a meeting of the committee held in November in New York, the 
following recommendations were agreed upon: 

The committee recognizes the immediate need of larger funds for the 
\ssociation. These funds should be supplied not only through an endeavor 
to increase the permanent invested funds and especially in the shape of an 
endowment fund, but also through an increase in the membership. In 
order to make possible a large endowment fund, the committee recommends 
that the Association be incorporated. In the meantime earnest efforts 
should be made to increase the membership. In order to provide for a much 
desired continuity of effort, we recommend that the membership committee 
be constituted of members who will serve for three years, and that the 
chairman of the membership committee shall be ex officio a member of 
the Executive Committee. We also recommend that a permanent secretary 
be secured for the membership committee in order to wage 
campaign for an increase of membership. 

The committee estimates that the cost of the permanent membership 
secretary would be about $3000. Inasmuch as it is highly desirable to 
reintroduce the practice of paying for articles and reviews and of strengthen- 
ing the publications in other respects, which will cost another $2000, the 
committee believes that an attempt should be made to raise a fund of $5000 
for three years. At the end of that time it is hoped that our membership 
will have been increased to such a point as to render us self-supporting. 

The committee has therefore invited all the former subscribers to the 
£10,000 fund to contribute to this new three-year $5000 fund. Owing to 
some unforeseen delays, the invitations were sent out only very recently. 
Up to date out of forty-seven invitations fourteen replies have been received, 
with one three-year contribution of $250 and with four annual contributions 
of $100, making a total received to date of $650. In addition six contribu 
tions amounting to $800 have been received for the current year, making the 
total for the first year $1450. 

In order further to strengthen the financial condition of the Association, 
your committee recommends that the membership of the Association be 
divided into three classes—members, with an annual fee of $5; subscribing 
members, with an annual fee of $10; and contributing members, with an 
annual fee of $25 or more. The committee feels confident that many 
members of the Association who can afford to do so would enroll in the 
two higher classes of membership. The committee recommends, therefore, 


an effective 


»mic Association 


1 with a view of securing as many 


be continued for another year. [nas 
much, however f the committee sails for Europe in 
January, 1923 months, it is recommended that son; 


other chairman e appointed. 


Epwin R. A. Sevigman, Chairman 
B. T. Bey. 

H. W. Farnam. 

J. H. Hoivanper. 

D. KInLEYy. 

F. W. Tavssia. 


REPO E MEMBERSHIP COMMITTEE 


The followi: rol | Membership Committee presents 
what has been ttec There has been organized in most 
of the states a Canadian provinces a membership con- 
mittee. In sor pulous sections of the country, especially 
where there art mmittees have been formed within a state, 
so that there ar h local committees at work. 

In each inst s found and he was requested to select 
four or five per ld take an active interest in extending 
the membershiy n Altogether about 125 persons hav 
signifi¢ d their w rate in this project. We have turned our 
attention toward inced students, to bankers, and lawyers, 
and to associat men where there has been any indication 
that a library or rtment was maintained. In one state the 
list of teachers high schools has been compiled and th: 
persons solicit ; been to bring the Association to the 
attention of tho itions most likely to become permanently 
interested in its 

This constitut the committee. In some instances the 
chairman of th ; reported to me the success of his efforts, 
and these hav: neouraging. The results, of course, are 
registered with t f the Association. However, I have con- 
fidence to believ f this organization will be felt through- 
out the present « i a net addition to the membership of the 
Association will 

Through the 1ittee 153 members have been added to 
date. There h mended. 


Respectfully st 
S. Dersuer, Chairman. 
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Memorial to Former President 
Simon N. Patten 


ADDRESSES BY FRIENDS OF DR. PATTEN 
AT THE ANNUAL MEETING HELD IN 
CHICAGO, DECEMBER 29, 1922 
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RECOLLECTIONS OF THE LIFE AND WORK OF 
PROFESSOR SIMON N. PATTEN 


By Ricwarp T. Eny 


My acquaintance with Patten began in the summer of 1877 in Halle. 
He was then finishing his studies in Germany and I was beginning mine. 
Patten was a connecting link in Halle between Dr. E. J. James, who 
had just left for the United States (having received his Ph. D.), and 
myself. My connection with Patten and his activities was continuous 


from that time practically until his death. 


I have been reviewing in my mind the impressions produced upon 
me by Patten’s personal characteristics, the experiences of his life as 
they fell under my observation, and his scientific bent and achievements. 
Let me at once say that the result of this contemplation of the finished 
life heightens my impression of its significance for the history of 
economics in the United States. But before going on to speak of 
Patten’s place among economists let me say a word about Patten on the 
personal side. 

Patten’s life was the simple one of the scholar; but one not entirely 
devoid of dramatic incidents touched with a certain tragic pathos at 
times. I remember meeting him in Halle, where I was an entire 
stranger. The impression that I had was that of a man overflowing 
with kindness. He was eager to help, and I owed a great deal to 
him at this time in my life. He introduced me into the cultured family 
of Frau Pastor Lange, whose daughter Margarethe had become en- 
gaged to Dr. James. Mrs. Lange’s father had had a career as a pro- 
fessor in the University, and the family had acquaintances among the 
cultured people in the city. As I think of his helpfulness, one thing 
that stands out in my mind is his pleasure in any least bit of personal 
success on my part. He was ever a good friend and wanted to help 
not only human society in general, but he coupled with this general and 
warm humanitarianism a personal devotion to those with whom he 
came in contact; and the two (as we all know) do not always go 
together. 

Patten desired companionship, and particularly did he long for an 
understanding of his efforts and sympathetic coéperation in self- 
expression. A tragic element in his life, it seems to me, came from 
the fact that his marked individuality and a certain lack of flexibility 
too often kept him from that closeness of personal companionship and 
intellectual coéperation that he desired. He wanted to coédperate 
with others, and he did to some extent, but he never found the one whom 
he most needed to aid him in full self-expression and in making the 
world understand fully the message that he had to give. 
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we have all become specialists, but this broader viewpoint represents the 
ittitude of those who strove to form the new Association. 
Cordially, 
S. N. Patten. 

A little later in the same year he wrote me another letter commenting 
upon a paper that I had written about the history of the American 
Economic Association. I think, too, it is well to quote this, although 
| must say incidentally that I think he did not quite understand my 
position to which he referred, and from which he dissented to a certain 
extent. This letter, like the preceding one, has significance in the 
levelopment of economic thought. It is as follows: 


You do not emphasize enough the cause of the Association in the state 
of opinion that then prevailed, the wordy conflicts between free trade and 
protection advocates, and the endless harangues on paper money; a public 
that would hear nothing else, and a press that knew of no other public 
issues. To say these things plainly may still arouse some antagonism, but 
you are writing for a future audience and should make plain why we felt 
that we should stand shoulder to shoulder in an earnest conflict 

The second impression is, you underestimate the maturity of thought of 
those who created the Association. We were not a group of school boys, but 
earnest, mature men with plans as definite and as various as have since 
appeared. 

Clark, Walker, James, Adams, Jenks, ourselves, and others had the 
germs of future growth well started in 1885. Each had shown the line in 
which he was to move, and there was as much divergence in 1885 as today. 

You assume too simple a state of affairs when you assume that we all 
accepted as a slogan the historical school or any other mode of thought 
we inherited from our school days. We were not German students but 
American thinkers that united to form the Association. 

In apparent opposition to this statement of diversity of belief, but yet 
in perfect harmony with it, is the fact that we all wanted a program of 
some sort so as to express more sharply our differences from the dominant 
school of thought that we were all squarely opposed to and meant to fight 
even to the last ditch. We knew we had a struggle before us and we 
wanted no doubt as to our unity and who our enemies were. 

All this is perfectly true, and yet only a few years later when the victory 
was won, we no longer wanted a partisan attitude. but one of scientific 
impartiality. 


Patten thought that in my statement of the aims and purposes of the 
association that we were founding (which became the American Econ- 
omic Association) I did not speak strongly enough in our dissent from 
Doctrinaire Free Trade. In this connection I quote from an earlier 
letter written from Sandwich in 1885 :— 


I am a strong advocate of restrictions on trade. I do not see what we 
can do or how we can accomplish anything without restricting trade. It 
seems to me the very object of our Association should be to deny the right 
of individuals to do as they please and that of course is restricting trade. 
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the rent of land and thus alleviate the distress in the country by turn- 
ing from wheat bread to corn bread. It was not a difficult under- 
taking for the Virginia girl, accustomed to many varieties of corn 
bread; so we provided Professor Patten generously with the great 
variety of breads made of corn meal, and, of course, of white corn meal 
—the only proper kind for Southern bread. Unhappily, the food that 
we set before him in our efforts to reduce the rent of land did not 
seem to agree with him, for he was quite ill in the middle of the night, 
and the next morning was obliged to return home. This was a sad 
end of the early efforts in our household to reform society by a diet 
corresponding to American conditions. 

Patten was a deductive thinker. He wanted to establish a new 
economics more calculated in his opinion to promote human happiness 
than the old economy of the English; but he used to argue that the 
classical economists and their adherents in this country must be met 
deductively. Deduction had to be overthrown by deduction, in his 
opinion, and could not be successfully controverted by statistical and 
historical studies. His aim, then, was to find flaws in the deductive 
arguments of his opponents and to establish new thories deductively. 

Perhaps, after all, there was not so much difference between Ricardo 
and Patten as the latter thought. If there was so much difference 
this was not clearly enough brought out in his Premises. It always 
seemed to me that the book needed further elaboration and development 
of the lines of reasoning started in the work. When he once came 
to me with a suggestion of republication, after the publisher’s copies 
of the book had been destroyed by fire, I suggested that he revise and 
rewrite the book, carrying out to more logical completion his argu- 
ments. He found it, however, impossible to do this. 

In connection with the possible rewriting of Premises of Political 
Economy the following quotation from a letter dated February 27, 
1909, is interesting :— 

It has always been a dream to rewrite economics and bring it in a well 
worded form up to date—to do for Mill what he did for Adam Smith. I am 
however further than ever from the realization of the dream and somewhat 
doubt my capabilities for such work. I get too much absorbed in particular 
discussions and am also developing my views too rapidly to round up at 
any one stage. 

Having what has come to be known as a single-track mind, he never 
was able to bring together into a systematic whole his various lines of 
reasoning so as to give the economists and the world at large a com- 
plete and full idea of his system of thought, presented with all the 


force that really inhered in it. In going over his various writings, I 
have the feeling that no one of us really has a complete understanding 
of Patten, and no one can know the full force of his work until we have 
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have to find a place for indirect taxes, as a part of a progressive 
economic platform. When the time comes for such an elaboration 
of the theory of taxation it will be well to consult again Patten’s 
volumes. 

We all know that economics used to be described as the “dismal 


science,” and the economists have often been regarded as carrying 


hard-headedness so far as to make it hardness of heart. But when we 
read the personal history of economists we find that they were generally 
men of sentiment—men whose hearts were warm with humanitarianism. 
Adam Smith died lamenting that he had not been able to do more for 
mankind. Nassau Senior tells us this: “When I was about five and 
twenty I determined that I would reform the condition of the poor in 
England.” Alfred Marshall, still happily our contemporary, shows in 
the opening pages of his Economics that his aim for his science is the 
abolition of poverty. President Francis A. Walker, in conversation 
with me, once clearly intimated that he felt weighed down by an almost 
intolerable load as he contemplated the human misery upon which as 
an economist he was obliged to reflect. Surely we need not blush for 
the high-mindedness and humanitarian aspirations of those men who 
have helped to make economics what it is; and among these men Pro- 
fessor Simon N. Patten has an honored place as a man and as a scholar. 

Professor Patten had the very natural desire that each generation 
should be an improvement upon the preceding one and thus human 
society might advance from present conditions to a better future. I 
recall very well soon after the birth of my first-born, which was con- 
temporaneous with the birth of the American Economic Association, 
Professor Patten urged that the boy be brought up to be an improve- 
ment upon the present generation, remarking that if we could all bring 
up our children to be an improvement upon ourselves the world would go 
forward. 


Appendix’ 


Among many American economists who are contributing to the advance 
of this line of thought Professor Patten, of Philadelphia, deserves prominent 
mention. Insisting upon the necessity of studying the subjective causes of 
economic phenomena, he is helping to found a subjective school of economics, 
laying chief stress on man, and subordinating more than ever has been done 
before external nature to man. He has rendered especial service to the 
science in the emphasis he has laid on the study of consumption and 
changes brought about in all the conditions of economic life by 
changes in man’s habits of consumption. This is a field in which little 
has been done, and the importance of which can be scarcely overesti- 
mated, though the obscurity of its phenomena renders their study diffi- 
cult. Economic writers have frequently referred to this subject, and 
then made no use of it in the development of their systems, because it 


*From Ely’s Outlines of Economics, edition of 1900. 
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PROFESSOR PATTEN 
By Joun B. Criarx 


The group of founders of our Association is becoming small, but 
none have gone from us whose influence has not survived them. All still 
live and teach. Francis Walker, Charles Dunbar, Henry C. Adams, 
Richmond Mayo-Smith, Alexander Johnson, Andrew D. White, and 
E. Benjamin Andrews have now been joined by Simon Patten, whose 
name stands preéminently for the founding of both institutions and 
schools of thought. The American Economic Association and the 
Wharton School were founded almost concurrently and both, if not 
avowedly schools of thought, at least encouraged a breaking from old 
limitations and a bold advance into new territory. From the first, 
Professor Patten’s teachings were, above all else, original and this 
invited a like spirit in his pupils. Opening new roads to truth is the 
best thing a scientist can do; and, next to that, is opening routes that 
depart from beaten tracks and lead one in the direction of truth whether 
they bring him to it or not. 

There is an advantage in breaking from one error that fetters even 
to another that frees. When our Association was founded, tradition 
no longer had the hold upon students of economics that it had when the 
words of John Stuart Mill were nearly final. There were signs of a 
disposition to break fetters and no one did this more frequently and 
boldly than did Professor Patten. With him nothing was too sacred 
to be questioned, and, if a perpetual search for truth is more important 
than complete and final knowledge, he rendered nearly the maximum 
of possible service to those that were fortunate enough to sit at his 
feet. They have to thank their inspiring teacher for awakening in 
them the impulse of the pathfinder and discoverer. Much new truth 
and a large measure of that spirit that eagerly searches for it are his 
bequest to the young men of America. 


SIMON NELSON PATTEN—AN APPRECIATION 


By Franxuin H. Gipprnes 


If paradox is a relativism that, like Hiawatha’s mittens, puts 


**Skin-side inside, inside skin-side”’ 
and everything up-side down-side, Simon Nelson Patten was our great 
philosopher of paradox; and if, as Kipling has more than intimated, 
the American spirit is paradox alive and creative, Patten was one of 
the best Americans we have yet produced. Nevertheless, to say this 
without saying more would be to miss the truth while telling it. There 
was a logic in Patten’s method, and just as musical genius can evoke 
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crossed his mind, What would happen if the frog never did dive under 
the edge of the bowl? he dismissed it. Therefore he never concerned 
himself with the further question, which by most of us is felt to be of 
practical moment, What ought we to advise and do in parlous days 
before the millenium arrives? If American manhood refuses to be 
corn-fed instead of wheat-fed, and American womanhood refuses to take 
ginghams for silk, shall we nevertheless build higher our walls of pro 
tection? If inexclusive pleasures are not preferred to limousines, shall 
we therefore shut our eyes to the struggle for oil, and scrap our 
cruisers? Unconcern with actuality made Patten oblivious, also, to 
theoretical implications which not many of us are able to shut out. 
If the world has not encountered diminishing returns, why our furious 
drive to discover and invent, and to organize efficiency, and why the 
substitutions in consumption that we are, in fact, trying out? If the 
tendency of population to overtake the production of food is only a 
bugaboo, why are the educated classes and the more intellectual peoples 
deliberately cutting their birth-rate? 

I cannot help thinking it unfortunate that Patten never faced these 
facts and questions. It gave, I fear, a wrong direction to his in 
fluence. More than two or three of his most thoughtful contempora 
ries, mentally adjusted to the world of fact and probability, were 
unable to see his world of possibility, and undervalued his contribution; 
while the “Do It With Thought” redeemers, armed now with the magic 
formula “Say It With Language” will go forth throughout the world 
repeating, “Day by Day, in Every Way, My Surplus Gets Bigger and 
Bigger.” 

And yet, throughout the years of that close friendship which it was 
my privilege to share with him I often asked myself, and I ask again 
now that he is gone, whether it was not just that strange combination 
of vision and myopia, of power and limitation, which made Patten the 
great teacher that he was, the stimulating comrade that we all felt him 
to be, the friend who not only gave us love but also made us fence with 
him, discovering our vulnerable points. Many times I said to him 
everything that I have said here, and more, and the only answer I ever 
got was that curious, weary smile which perhaps was his most char- 
acteristic self-expression. Always happy in company, he yet moved 
among us as one detached, an obviously lonely man. In solitudes of his 
own seeking, and Spartan in his way of life, he reflected on how a 
complex and speeding civilization could further complicate itself, and 
make itself move faster. 
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In each his ideas were rooted in his own subject but they overgrew 


these limits and their applications were distinctly social. 

1. Among his broad generalizations, many of which he modified or 
recast from time to time as his thought developed and matured, there 
is one which in its final form withstood the test of his own searching 
criticism, and which has found a place in the literature of sociology as 
a permanent contribution to the theory of human progress. I refer to 
his theory of the Pain and Pleasure Economy. 

Herbert Spencer in his Social Statics had shown the modifiability 
of human nature in its reaction to environment; that man needed one 
constitution to fit him to survive as a savage but quite another to 
adapt him to civilized life; and that between human nature and de- 
veloping society a definite coadaptation must invariably be maintained. 
The specific incidents of this process, however, he did not develop. 

Siezing upon his concept, Professor Patten elaborated it with clear- 
ness and precision by introducing the factor of economic determinism. 
For ages mankind struggled against a condition of economic deficit, 
which he labeled a “pain economy.” In deadly competition for food, 
room, and safety, and surrounded by savage beasts and savage men, he 
evolved a psychology of fear and a behavior of the motor-emotional 
type. He could survive only through the development of ideas, ideals, 
and impulses which led to individual and to group security. Negative 
virtues, supernatural religions, and militant governments were re- 
sultant types of thought and of social organization. 

Growth in population, improved social life, and increased knowledge 
combined to thrust mankind somewhat suddenly, in the modern age, 


into a condition of economic surplus, or “a pleasure economy.” In 
this state new requisites for survival are demanded. But human 
nature changes slowly. Men pass to the new order with an intellectual- 
emotional equipment created under a pain economy which is only partly 
reconditioned and hence ill-adapted to present requirements. Modern 
civilization has been for a long time in this transition. Individuals and 
nations have gone down in the struggle without ever having developed 
ideas, ideals, and impulses which enable them to resist the new form of 
enemies which are now internal. Positive virtues, vital religion, and 
ability to form and to maintain voluntary types of coéperative society 
are the tests which the new conditions impose, and these require time to 
develop. 

This transition period is accompanied by mental conflicts, moral con- 
tradictions, and social catastrophies. It is a time of danger and dis- 
tress. But progress always involves costs. The ideal commonwealth, 
however, is the goal toward which evolving civilization moves even if at 
times the progress seems provokingly slow. 

2. One of the most significant achievements of Professor Patten, 
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the Wharton $ sents in its curriculum not only a most 
complete dev ics in the larger sense, but it is far less 
a technical s« than a school of the social sciences. In 
this respect it yng the schools of its kind, and in thi 


the genius of P s clearly manifested. ‘ 

3. Asa te ) tten possessed peculiar worth. He was not 
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cyclopedic. int is a teacher was to make his students 
think, and in this y difficulty task he possessed consum- 
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students, and t thinking a kinetic quality which made it not 
only a pleasurabl ful occupation. 

Striking as t teristic was I still cannot regard it as the 
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went out from his classroom imbued not only with a love of knowledge 
but with a love of their fellowmen and with a will to service; and this, 
not in the field of business, in which their training under an economist 
might have fitted them, but in some specialized form of social work. 
With the possible exception of the late Charles R. Henderson, whose 
nost interest was distinctly in this field, I think it is safe to say that no 
tim teacher of his generation has had so wide a following in social service; 
wa that there is no one whose students fill so many responsible positions in 

wial work throughout the length and breadth of the land. This I 
regard as one of the most remarkable features of his influence. 

Speaking personally and for the intimate circle of his closest friends, 
I cannot forbear to say that we miss his ungainly figure and his genial, 
kindly, homely face in his familiar haunts. 

It is hard to realize that he is gone: he was so much a part of us. 
But we console ourselves with the assurance that he has left to us a rich 
legacy of thought and of inspiration to serve which will continue to 
enrich our lives as the years pass. 


SOME FORMATIVE INFLUENCES IN THE LIFE OF 
SIMON NELSON PATTEN 


By Rexrorp G. TuGweELu 


The riddle of his personality. 

Patten’s heredity and his breeding were quite logical antecedents 
of the philosopher and economist he became in later years. The whole 
of his career in all its many phases is understandable in the sense 
that it has discoverable causations and traceable developments, known 
to his students ; and yet there is a remnant of mist, difficult to penetrate, 
clinging about the riddle of his personality. Everyone who has studied 
the man and his work has seemed to become a little bewildered in the 
attempt to feel out the spreading roots of his strength and to analyze 
a soil that could nourish so complex and perverse a genius. I suppose 
the precise junction of men and events must always furnish this irre- 
vealable mystery, growing more and more difficult of solution as the 
personality that was the living man withdraws into the shadows of time 
and death and as gradually there comes to be left only his work—the 
stiff and formal emanation of a mind that once possessed the power 
to stir with its warmth and radiance the minds of other men. Of no 
one was this ever more true than of Patten. His was a brilliant per- 
sonality ; the work that remains is turgid and clouded with inhibition. 
His hand could never hold a pen so well as it could hold a plough 
handle and words came into his mouth that could never find their way 
to paper. 

It may be admitted that the times create their men and that men 
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power of discriminating between what was permanent and significant 


n social science—or, for that matter, in natural science—or in phi- 
losophy and what was specious and transient. This made him a great 
prophet but a poor leader; a great teacher but a poor administrator; 
d great scientist but a poor expositor; a great friend but a poor enemy. 
All this needs to be accounted for. 

In general the explanation lies in the racial stock from which he 
came and the environment in which he lived his early years. Men who 
did not know his racial history nor the conditions which formed him 
never knew Patten and were always baffled by him. It was assumed too 
easily that he ought to be intelligible in his Philadelphia University 
of Pennsylvania—setting ; but in reality he was a stranger and an alien 
there, and so became a mystery. 

His ancestry was Scotch, with just a tincture of Irish. Some of his 
forebears came over in the “Mayflower” in 1620, some in the “Ann” 
in 1623, and all of them had been several generations in America. It 
was the stock that transported New England and all that New England 
stood for into the West. It carried the dissident strain of the Pil- 
grims, the hardness of the Scotch, and the perverseness of the Irish. It 
sufficed to conquer a continent and to create a civilization. It carried 
ability too, the kind of ability that stands in a wilderness and has the 
effrontery to say: “Here will I build” and that goes through with it, 
clearing the land, breaking it to the plough, sowing and reaping; 
building a rude shelter, then, finally, a home and barns; rearing children 
in the fear of God and the belief in the natural independence of man 
from every other force. The children of such a race have to mature 
early because they have to work with their hands; and Patten, we know, 
was six feet, two inches in height, at the age of fourteen years; they 
have to have big hands and feet to follow a plough all day and to master 
its share, and Patten’s hands and feet were great to the point of un- 
couthness in a University classroom; they have to have toughness of 
fiber and a native ability for adjustment, and Patten lived all his life 
unchanged from his coming to first maturity, his ability for adjust- 
ment being turned, when it was called upon, to the problems of social 
adjustment—intricate problems for a farmer, and difficult to master 
but he came through successfully by sheer force of will. 

Then too the men of such a race have to have a sense of justice for 
they are in a homestead world; and Patten had that sense of fairness 
to a very great degree and it carried over into an overflowing benev- 
olence toward all humanity. They have to have a guard on their lips 
and a mastery of self for there are otherwise no restraints ; and all these 
Patten had too, almost to excess. 

He was in all things a typical man of his race. The material out of 
which he was formed was the material of which America is made; but 
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itself in quite d tians, and so we find in the maternal an- 
cestry of Patt upreme Court of the United States 
and two Judges \ upreme Court. It was a rich, dis- 


tinctive heritag to him; but it was a heritage that 
carried the who tio} nto whatever life its sons elected. 
Patten. t] than a United Presbyterian; 
he could not wea like shoes; he could not find a release 
in sports or al he “barnyard accent” from his 
speech. Hi tely the child of his race. 

But also he w ( time. For the prepared clay which 
he presented to t f a frontier Illinois farm from 1852, 
when he was bo en he finally left it, was shaped and 
moulded by its 1 y its suns and showers, by its labors 
and its leisure. ts inner life. He worked in the fields 
and in the al to the scythe and the cradle, he 
tested in his hand ift of the pitchfork. The fields of his 
att aa th his sweat. The smell of hay in 
the loft and of 1 tered into his soul through his boy’s 
senses. There v in that farm and there were cows and 
horses and hogs e grain crops in the barns in winter 
ran into the mai sushels. Men tended those animals 
and built those | ose crops. Patten was one of the 
men, and this was vas a mystery in Philadelphia. 


3. Why did tudy? 


For the first 1 Patten went to the country school 
near Sandwich; ‘ ; seventeen he went up to Aurora, 
twenty miles awa minary was there—a locally cele- 
brated institutio1 nto contact with two persons who 
had a considerab life. One of these was George W. 
Quereau, the prin 5 ary; the other was Joseph French 
Johnson, then a st f. Quereau was a philosopher and it 
was he who interes ; the study of philosophy, enraging him 
by his dilettante tical powers, but nevertheless intro- 
ducing him to phi foe” Johnson, on the other hand, fur- 
nished the first int inionship, outside his own family circle, 
that had ever co! ] He was very unlike Patten. He 
had an urban man ar among the girls; he was a leader 

For a more deta Patten, especially before he became a 


professor at the Un nia, see the Author’s “Notes on the Life 
and Work of Simon N f Pol. Econ., April, 1923. 
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mong the boys; and he was addicted, like the normal youth he was,, 
to the pleasures of the late teens. Patten had little use for pleasures ; 
he lived in the future; he was an idealist. These two, otherwise so un- 
ike, were able, however, to develop a firm and fruitful friendship upon 
the basis of common intelligence. This tie grew very strong—stronger 
n Patten than in Johnson, for Patten made few friends and had little 
ncommon with those he did make even in those days. Their Seminary 
ourse went its way and both graduated in due course. Patten then 
went back to the farm for a year. Farm boys being educated often do 
that kind of thing. ‘Then in the fall of 1875 he went up to Evanston to 
bea Freshman at Northwestern University. 

He was lonely there with that nostalgic homesickness that only 
Freshmen know who are torn up physically and mentally from their 
roots and to whom the new soil has not yet given vitality. In the midst 
of this loneliness, aggravated by his natural aloofness and his with- 
jrawal from much of the life around him, there came letters from Halle. 
“Joe” Johnson had finally settled there, and with a friend of his, 
Edmund James, whom Patten had never yet seen but who was to be his 
second great friend, was enjoying the German atmosphere. The call 
of friendship was strong to the lonely youth and, to add to it, Johnson 
wrote enthusiastically of a certain Professor Conrad who charmed his 
American students. He wrote too of German philosophy, for the 
Germans took their philosophy seriously; and it could not be said 
that the Freshmen at Northwestern took much of anything seriously. 
The upshot of the whole situation was that he finally obtained his 
father’s consent and set out for Germany, for Halle, for “Joe” Johnson, 
before the end of his first semester at Evanston. 


Why did he become a philosopher-economist ? 

This is a difficult question to answer. It is easy to see that the man 
his later students knew in the Philadelphia of 1910 to 1920 was pretty 
much the unchanged product of the years before 1875 when his life was 
that of his farmer forebears. A slight reconstruction of his early ex- 
perience and a meager knowledge of his ancestry makes that much 
‘lear; but the accounting for his processes of thought is not so easy. 
Yet there are antecedents that are plainly significant here too, although 
we shall never have enough understanding of the minute conditions 

it shaped his thought to say certainly that we have all the keys 
to his personality. Little things are often so significant; and after 
years have passed they are impossible to uncover save by the merest 
chance. How many men’s lives have been fundamentally influenced 


by a chance conversation, by some overheard talk, by the sweet pleading 


of a boyhood sweetheart, by the casually given advice of an unrealizing 
hero; how many have found a splendid significance in some biography 
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that appealed t | imagination, perhaps a biography of 


a life lived ina that suddenly seems attractive though 
it never had s« The environment of men is so much 
more complex a1 init t elements so much more hidden from 
casual eyes tha sume in trying to account for men’s 
actions, that o1 such a problem in a very humble fram: 
of mind. 

But young S$ ide of tough moral stuff and, after 
all, moved in a Sandwich to Brown’s Mills-in-the- 
pines. For inst ly been said that he was Scotch, and 
this goes a long ining his philosophical and moralistic 
bent, as any on ows the close sect of United Presby- 
terians. He was of! e as Scotch preachers are made; he 
was an economic | may seem strange doctrine to thos« 
who saw in hin ng forces and his overflowing benev- 
olence toward a t such a person would be forgetting 
the self-disciplir to nothing less than immo- 
lation, the inhe1 find any touch with the lightness and 
the fineness of | ilistic strain that rose to Jeremiads 
when occasion dé ; persistent, otherwise, through every 
page he ever wi phrase he ever spoke. He never for an 
instant forgot t to save the world, though his own 
sufferings had « those other Scotch dogmas that all 
is vanity and th ritage of man. Like Adam Smith and 
David Hume he wv sopher ; but, living in the age he lived 
in, he worked in ( trialism, for it is through the forces 
of the industria st find his salvation—such at least 
was his concepti German days he set himself to a task 
from which he n pain, in sorrow, in frustration, or in 
defeat ; and all t ous in his life. 

Lincoln himselt ter burden; nor, at the last, did he 
feel the weight « than Patten. One might work out an 
analogy here. ‘T'! t of Illinois; both of huge frame and 
of noble head ; bo d within their hearts and tasted the 
bitter cup of it resemblance was thus remarkabk 
physically ; but ev ible spiritually, with the one exception 
that Lincoln had « nto humor; Patten had none. 

The tendency t was confirmed by the religious teach- 
ing of his early y y early he began to see through the 
moral pretensions P yterian theology. But he never for- 
sook the church, a icteristic of his persistence. It was 
his way to work 1 e never dropped his formal church affilia- 
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tion; but neither did he ever drop his efforts to reform its Calvinistic 
doctrine. It was such tasks as this that he was always setting himself 
and never giving up and that led straight to frustration and an inner 
bitterness which he hid away and never even in his weakest hour dis- 
closed. 

In his adolescent years, however, he lived among the greatest changes 
of athousand years. He swung the scythe, but lived to see the mower; 
he cradled wheat, but lived to see the reaper and the thresher. He 
saw land broken to the plow and saw it conceive and bear great loads 
of cereal richness that went out to all the world in a growing stream. 
He saw the railroad come. He saw the nation shake itself out of war 
and turn to the arts of peace; he saw the deep wounds heal and love 
grow into the place of hate. ‘These were the phases of the outer world 
in which he lived ; but also closer to him, all around him were the things 
of the new age. Into the green-shuttered house, new-built in °56, there 
came a stream of newspapers and magazines and books; his father went 
up to the legislature and brought home tales of a wider life. He fished 
with his brothers and cousins; but above all he worked. His feet 
pressed the earth, his body hardened to the tools of farmer life, his 
eyes opened to fecund fields and the moving sight of cows in a meadow 
pasture. If he had lived in Scotland he might have thought the classi- 
cists were as right as Alfred Marshall conceives them to be. But he lived 
in Illinois where nature was generous and where people were scarce and 
food was plenty; and never all his life could he be persuaded that 
misery and poverty were the natural heritage of man and that he 
subsisted by the uncertain tolerance of a hostile nature which, sooner 
or later, would nonchalantly snuff him out and clear away the accu- 
mulated debris of his works. 

He was clearly out to save mankind; so much was determined by his 
nature and by the hearsay of the poverty in the cities of spreading in- 
dustrialism. But he believed it might be accomplished by doing first 
things first and letting human nature accommodate itself to a generous 
nature. He did not arrive at all this in his boyhood. He grew into 
it all his life; but the development moved in an undeviating line. He 
was sickened of dialectics under Quereau at Jennings Seminary; he 
found a breath of air at Halle under Conrad; and it was there among 
the thrifty Germans that his faith was strengthened in the way of salva- 
tion he had already glimpsed. He began to conceive of man and his 
intelligence as the multiplying factor, and of nature as essentially a 
passive force in spite of her dynamic aspects. Man had only to under- 
stand in order to multiply. But first man had to move parallel with 
a changing nature and in a comparable tempo. In order to do this he 
must master himself as well as come to an understanding of the determi- 
nants of nature, whatever they may be. It was in the slow process of 
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whose granite shoulders and whose head among the clouds dominate 
the country round about. 

Several concrete factors, then, led to his becoming a philosophical 
economist. There was the accident of finding Conrad, following the 
series of accidents that led up to it; that was the fact that, being an in- 
ductivist, and admitting the test of fact, most of the relevant facts of 
life were to be found in the industrial world. The essential difference 
between Patten’s kind of thinking and the kind that might be expected 
to develop out of United Presbyterian training, was that the one did 
admit the test of eventuation and that the other did not. His mind 
was of quite as deductive a habit as any man’s could have been; it 
subsisted on insight, on flashes of perception, on the illumination of 
brilliant leaps of the imagination; but it agreed that the vision was 
faulty when the insight was shown to be insubstantial and the vision 
partial or wrong. It did not fall back on a higher authority. Of 
course, it did insist that the facts should be exactly relevant, and this 
irritated many a critic; for facts that seemed to destroy his position 
left him unmoved and in the possession of the same opinion as before, 
content to weather the storm of criticism until time should unfold the 
truth. And exasperatingly often he came through unscathed. He had 
an uncanny power of selecting the really relevant phenomena out of a 


mixed mass of apparently motivant forces, of isolating and studying 
them, and of charting their portent. 


Then, for the reason why he became formally an economist, it is only 
necessary to remember that it was just in these years that economics 
(or, rather, Political Economy then) was just emerging from Mater 
Philosophia as an individual science. In this case, as in all others, 
“philosophy was the literary anticipation of science” and Patten came 
along just as the emergence from the chrysalis took place. The 
Edmund James whom he had met at Halle, when he went there at the 
call of “Joe” Johnson, found a place at the University of Pennsylvania 
when he had finished at Halle. Patten, with his lack of manners, his 
rough culture, failed to find a place and had to go back to the farm 
for the lack of something better. There appeared to be nothing for 
it in the end but to start all over at the law and this he finally decided 
to do, going up to Chicago to law school. But there his eyes failed 
and he could not go on. There followed years of anguish; but in the 
darkness of the milkhouse and the haylofts there was born what after- 
ward became the Premises of Political Economy for which James found 
a publisher, and which won for him at long last—in 1888—a pro- 
fessorship in Political Economy at the University of Pennsylvania. 
He thus came to be a full-fledged economist. But he nevertheless re- 
mained a moral philosopher in the strictest sense of the word. 
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this is only : Patten never saw any cause to suppose 
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change in pl f life everywhere. He proposed to 
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of capital was savings and that all our capital must come from those 
who reduce their expenditures below their annual incomes. But Patten 
differed with this. He said that capital comes from individual profits 
‘n new industries. From this one fund expansion takes place. The 
real struggle in society now is not between classes, as the English 
economists said and as Marx insisted, but between two forms of in- 
dustry—industries which exploit some general advantage, in which 
case the surplus is profit, and industries which exploit some local ad- 
vantage, in which case the surplus is rent. But in any case there is 
one source for the incomes of wage-earners and managers or owners 
alike. What each of these groups gets and what the individuals get 
s determined by relative advantages—monopoly power. 

Struggle over irrelevant issues will not change this distribution pro- 
cess. The thing to do is to strengthen the weaker class, the workers, 


by any and all means—education, social work, philanthropy, magnan- 


mous treatment. This will have the result of increasing the surplus, 


of ensuring its proper distribution and also its proper use. More 
attention ought to be paid to modes of use, because, by intelligent use, 
the social struggle can be turned to real issues and away from futile 
ones, and the surplus to be shared can be greatly increased. 

Partly, so original and independent an approach to the theories of 
industry is due to Patten’s general orientation in opposition to English 
misery-economics, partly to the fact that he was never, in his formative 
years, in contact with the poverty of the industrial centres, and partly 
to the fact that he had seen thmift at work. in Germany, inethe true 
sense—that is, making the best of what exists and taking immediate 
advantage of each gain that man makes upon nature. To contrast 
with this there was the richness of Illinois and the prodigality in use 
of Americans. The resources of the United States joined with the 
wisdom in use of the Germans would forever assure a prosperous 
nation. But the nation must not be torn by useless struggle. It 
must deliberately strengthen theweak and raise all the levels of life. 

His belief in the power of man to multiply nature indefinitely by the 
application of his intelligence goes back to a number of sources. In 
the first place, it must be remembered that he had seen five hundred 
acres cut out of the prairie and made fruitful. Then he had seen 
man’s intelligence make the mower, the reaper and binder, the thresher 
and the locomotive, and had seen the effects of these in use. Also 
he had seen the results that could be obtained by guiding seed distri- 
bution, pest control, and fertilization in Germany, as well as what it 
meant to make wise use of nature’s provisions. It is no wonder that 
a man with his strong frame, unvaried health, and his striding mind 
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should have power, especially when he had lived }js 
early years 1s Patten’s and then had come through 
the experier ind eighties in the Middle West. 

It was the ill these influences that confirmed and 


strengthened power of man successfully to carry 


through his m. This he conceived to be a oo. 
adaptive pro n nature is more flexible than institutions, 
Institutions a t any given time—in Veblen’s phrase, the 
“state of the ; 1s much a part of the economic environ- 
ment as any ture, and probably of more immediate 
importance t ’ the industrial arts furnish the actual sur- 
roundings al f life to which he must react. The mor 
flexible factor nature. Man can shape his factories to 
himself and omes as he has shaped his clothes; but 
obviously th \ seaport has to be on the coast; in- 
dustries hav t sea level, the junction of iron and coal 
locates, defir lustry; and corn cannot grow in Monr- 
tana. And has to make adjustments when intelli- 
gence fails t f needed by changes in the environment. 
Patten lived 1 there was a belief that human nature was 
inflexible; t! ist be changed to suit it. And this was 
strengthened th century by the McDougall school and 
later by the Fr f psychologists. It was carried over 
into social ps vhole program of radical-liberalism’ built 
up from it a But Patten never concurred in this view 
of human nat ed of the intelligence of a man having 
just as mucl ; in nature as it had over material nature 

such thing ies, and homes. There were certain in- 
flexibles in th n the case of the seaport that must be 
on the coast v not serious enough so that it had to be 
assumed that » control over his desires, his passions, his 
motives, his you will. It was a co-adaptive process, 
the adjustme! | his surroundings ; and human intelligence 
was the acti king the world, remaking man _ himself, 
bringing ord ) , setting his feet upon the upward path and 
rescuing him de-sacs of regression. Patten turned, for 
ti man nature for substantiation when he 
conceived that conomics had reached a sufficiently ad- 
vanced stag¢ lid here was monumental and prophetically 
right. Mor science whose field he invaded moves toward 
his point of v ne else has had the insight and the great- 


'See “The Fa m,” The Freeman, July 14 and 20, 1920. 

*For a comple Patten’s work see the forthcoming Patten Men- 
orial volume to | Supplement to the Annals of the Amer. Acad. of Pol 
and Soc. Science 
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ness to synthesize the two processes and carry the work farther. This 
is, as he saw, one of the most fruitful of future fields for quantitive 
measurement; but we have not yet arrived at it. 

The founding of the Wharton School and his immense interest in 
the development of quantitative measurement in every economic field 
was due to his early insight into the nature of the co-adaptive process 
of social forces. Men who knew were needed, quantities of them were 
needed. This was the raison d’etre for the Wharton School. Nature 
must be fitted to man. His later work was not understood by his 
Wharton School followers who saw his earlier purpose well enough, 
partly, at least, because he could not make them see or believe that 
human nature may be moulded by man’s intelligence too; and that, as 
a matter of fact, it must be. His work was but half completed when 


the country’s universities had almost unanimously gone over to the 
policy of training industrial experts in Schools of Industrial Admin- 

istration. But with that accomplished, he was free to turn to the other 


half of the problem; and he did so. The Scotch preacher turned at 
the last from working with the material things of life, trying, with 
true Scotch persistence and thoroughness, to increase the material 
welfare of his parishioners so that they, in their prosperity, might have 
time to give to the things of the spirit, to the salvation of man’s soul 
through the changing of his nature from what it is to what it seems 
desirable that it should be. His book, Mud Hollow, was the culmination 
of this effort ; but meanwhile there was an unpublished drama and there 
was the group of songs over which he nearly broke his heart—he called 
them Advent Songs. They were the attempt to use the old tunes around 
which the emotions of men cling, with new words which express the 
coming of the new day instead of looking backward toward a tragic 
past. 

He was a salvationist always and worked with whatever materials 
presented themselves, but preferably old ones which men had come to 
love. Novelty had no attraction for him, nor did he ever mistakenly 
conclude that men would follow after the novel. He knew well how 
they cleave to custom and convention. But, into the old forms he 
tried to infuse the new spirit. The adjustment that must be made 
must not violate sentiment, he said, but must come about because of it.” 
He was traditional; but he was revolutionary. And was this not just 
what his ancestors had been? They did new jobs with old tools; they 
broke into wildernesses, but they kept their old God; and they built 
their new homes in the image of the old, but the homes were neverthe- 
less new and built upon the fecundity of new forces. Patten never left 
the tradition of his fathers. 


"Product and Climax and The Social Basis of Religion 


ri 


The gift of 
ness of the best 
friend. 


spiration. It is 


was 


appraisal of his 
called 
It is not 1 yn 
Dr. Patten to 
tolerance, 
He 
asked only that w 
fellows 
followed. 


ness”’ 


and if 
gave without 
coming o 
Even 
which, 
rather than less d 
men have been so 
plishment and infl 

We do not kn 
intimate acquaint 
of aman. It may 
that side of Dr. P 
activity as a teac! 

In trying to get 
unmindful of the 1 
the many instituti 
regard him as a gl! 
his activity as a te 
ng of notables, o1 
playing bridge or 
was always the te 
due to his rare abi 
tially a discoverer 

The psy chologis 
ment is to discove! 
solutions must be 
decision reached. 
to help others to 
import unt task, a1 
judgments is helpt 
as a teacher. 


Professor Patt 


{ssociation 
TEACHER 
CRENNAN 


bear fitting testimony to the great- 


Dr. Patten was more than my 


yr and the greatest source of in- 
that I should hesitate to offer an 
ember of that coterie sometimes 
mand. 
of the many traits that endeared 
instances of his generosity, 
ous and personal to be recited. 
or suggestion of payment. He 
» do something for the younger 
ndent, Dr. Patten led 
that curious streak of “orneri- 


and we 


to all Patten men in greater 
But other 
nnot rate with Patten in accom- 


love him the more. 


analyze him. Even a long and 
alysis, does not give the measure 
s, therefore, to consider critically 
him at his best. I refer to his 
st contribution, I have not been 
s writing. Neither have I forgot 
ered or fostered. But if we may 

that greatness is to be found in 
was in the classroom, in a gather- 
articles, or songs; whether he was 
k of some organization—Patten 
inding position as a teacher was 
to see problems. He was essen- 
rst step in reaching a sound judg- 
n the problem must be analyzed; 
lutions must be evaluated and a 
nt task of the teacher, I feel, is 

ent. But in any case it is an 

steps involved in reaching such 


Dr. Patten’s major contribution 


nary brilliance and breadth in 


incove! 
gsophy, 
of his 1 
the 
shockec 
ywn pr 

As a 
misund 
But mi 
by peo] 
statem 
nden 
sclousl 
yr rep! 
ing em 


public 


proble 

An 
ing h 
read | 
statin 
ahead 
forecé 
new 
discor 

Th 
certir 
than. 
pique 
him 
He k 
knew 
for t] 

Pa 
he ra 
habit 
lefine 
cont: 
defin 
the r 


the s 


Memorial to Professor Simon N. Patten 287 


incovering probiems. They might be problems in mathematics, phil- 
ysophy, literature, economics, logic, music, art, what not. The range 
of his influence was limited only by the breadth of his interests, and 
the effectiveness of his teaching was traceable to the fact that he 
shocked even specialists in other fields into a fuller realization of their 
wn problems. 


As a teacher and thinker of original quality, Patten was, of course, 


misunderstood. That is one of the penalties of original thinking. 
But much of the misunderstanding of Patten, the teacher, particularly 


by people who wanted to misunderstand, was due to his uncompromising 
statement of problems. He was indifferent to charges of “radical 
tendencies.” He took quiet delight in shocking people into the con- 
sciousness of problems they were more comfortable in not knowing 
yr repressing. He knew the value of exaggeration as a means of secur- 
ng emphasis. He did not trouble to correct erroneous or malicious 
publicity. He was anxious to get people to see problems, without 
rating the risk of antagonism and misunderstanding, or caring about 
it. He showed his greatest affection for those who were jarred enough 
to keep at him about the problems he raised. And in the main, the 
problems he discovered were fundamental. 

An association with Patten was vastly more stimulating than read- 
ing his books. What he had written were problems in print, to be 
read any time. Meanwhile he was uncovering new problems or re- 
stating old ones, even those in his books. He was always jumps 
ahead of the youngsters because of his ability to see new problems and 
forecast others to come. He was the explorer, constantly seeking a 
new North Pole and never heeding the report that one had already been 
liscovered. 

This day-in and day-out search for new problems was often discon- 
certing. He had no sooner uncovered an apparently vital question 
than he had dropped it for another even more engrossing. I was often 
piqued by his willingness to drop today what had seemingly absorbed 
him yesterday. Eventually I learned that he did not forget problems. 
He kept passing them on to his associates—his fellow-workers. He 
knew that they would do the wrestling. He knew that the future was 
for them and they would carry on. 

Patten did not have time to work out solutions for all of the problems 
he raised. He often slurred the process of analysis. Indeed, he had a 
habit of short-circuiting from problem to decision. He would not 
lefine his terms if he could help it. He berated me publicly as the “most 
contankerous graduate student he ever had” for persisting in the 
lefinition of his favorite terms. It was this habit that earned for him 
the reputation of being slippery in debate. But what he was after was 


‘he statement of a problem so as to get opposites and contrasts before 
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his audience nsequence to him that he was charged 

with disreg ufacturing facts. And the solution of 

the problen ern. He was always tolerant—if on 


Patten was likely to employ certajy 


the concepts “economic units” and 


ten told me that his whole scheme of 
economic th he terms surplus and deficit—which by 
would ne I é t wa Also, he clung tenaciously to a 
diffusion the . which, for the thoughtful, should have 
been sufficient harge of radicalism. 

And so it t the truest measure of the man is found 
in his work I ther fields he doubtless had defects to 
which his fo fied in being blind. But we are not blind 
to that grea c of a great teacher—his rare faculty 
for uncover illuminating problems of social import, 
He knew. as who cannot see problems, cannot think. 
Surveying h , ndest hope for education in this land 
‘s that we n more Pattens—more indefatigable, un- 
compromising d ngs as they are that we may learn what is, 
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ind upon the changes adapting it to environmental conditions, es- 
pecially upon the power of substitution for scarce foods, lowering rent. 
Patten saw his task as an economist to study “the effects of the con- 
sumption of wealth on its production and distribution.” And this is 
essentially the subject matter of the later volumes which may be class 
ed in the field of economic theory: The Consumption of Wealth (1889) ; 
Dynamic Economics (1892); The Theory of Prosperity (1902); and 
the Reconstruction of Economic Theory (1912). Their reiterated 
emphasis upon demand and their modern spirit served to extend the 
vogue in America of the Austrian value theory. 

Dr. Patten’s consistent optimism, which led him always to question 
the pessimism of the Classicists, was characteristically American and 
breathed the pioneer spirit of his own new West, embodying in in- 
tellectual terms the vigor of a young and fast developing country. 
Land carved from the wilderness was new capital, and mobile tenure 
kept the community competitive, preventing the growth of fixed classes 
and invalidating the principles of a static society. Dr. Patten’s real 
service to economics from the first was that his remarkable qualitative 
insights at once stimulated discussion and impelled other writers to 


clarify, revise, and restate basic economic truths. His analysis of 
distribution is perhaps his most vital and interesting contribution, pre- 


sented at length in the Theory of Prosperity. He regards the shares 
in distribution as price-determined, and makes costs subordinate and 
steadily reduced by progress. He applies the differential idea and the 
concept of alternative choice to labor and capital, as well as to land, 
which, however, in the absence of sweeping consumption changes, he 
makes the residual claimant. ‘To adjust increasing demand with in- 
creasing returns, he makes monopoly normal and constitutes it a fund 
in flux, fixed and diverted continuously by struggle and by adjustment. 
The trenchant criticism of the revolutionary distribution programs, 
Socialism and Single Tax, given particularly in the chapters on the 
Failure of Distribution Programs in his Reconstruction of Economic 
Theory, has been too little read, even by economists. 

I have wondered why, in conservative circles, Dr. Patten was often 
considered “a radical”—strange—and unsafe. Professor Haney in his 
History of Economic Thought claims that Patten “would allow to the 
government an active policy in maintaining the social interest.” This 
seems to me a quite mistaken emphasis. Haney harks back to the 
early Society for the Study of National Economy, which preceded 
our Association, and which Professor E. J. James and Dr. Patten 
launched upon their return from Halle in the early eighties. Their 
prospectus did criticise “laws and institutions which at present favor 
individual instead of collective action,” and proposed to stand for an 
increase in state functions. But this must have been a passing German 
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influence. for t more profoundly distrusted the premature 
extension of t r of the political government and its static ry; 
than did Dr. P Economic Basis of Protection (1890) may 
seem a marked on, but I think that Patten viewed it as an 


intellectual s t so much with relation to its significance jp 


bolstering up theoretic case for protection, but as offering 
promulgate his dynamic theorizing as to 
progress, and A opportunity to win a diverse self-sufficiency, 
Dr. Patten wa ngly enough, a traditionalist in politics, and 
intellectually iservative. His emphasis was ever placed upon 


13 


a base from 


factors makin on and productive efficiency, upon the 
individual’s n r advancement; in other words, always upon 
evolutionary 1 | t himself persistently and—in the last 
sad misunders public career, in the war time—with rare 
personal cour fice, against the doctrines of class and race 
struggle, polit ,and war. For half a century he indicted 
waste and ma t and insisted always upon compromise, good 
will, and enha production by new invention and improved 
technique of 

Dr. Patten’s { field of speculation was the economic inter- 
pretation of h magnum opus, the Development of English 
Thought (1898 s the basis of his famous general lecture 
course at the | )f Pennsylvania which drew so many of his 
students to h to divide history into epochs, each begin- 
ning with a s onomic change that compelled social recon- 
struction. T that economic motives and needs con- 
stitute the dy n national life; that the past should be 
studied in the nt: and it makes economic and industrial 
societies nor 1 another way, acquired characters, as 
contrasted wit il human traits, are economic. The prob- 
lem of economic ] ’ n becomes psychological—the formula- 
tion of the ter the readjustment of tradition and 
morals unde) economic stimuli, a study of human 
motives and 1 o permit a fuller release of hereditary 
capacity. Dr é e human problem steadily as an economic- 
psychological lly the whole of his later writing 
Heredity and & he Theory of Social Forces, The New 
Basis of Civili Basis of Religion, and a profusion of 
magazine arti th social psychology. 

Regret has pressed by economists that a brilliant 
thinker who ha significantly to economic theory should 
have left that en never considered that he had 
wandered from t te fiel f political economy. He asserted 
that he was a ‘ist, that his later work followed of 
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necessity from his broad concept of the field and scope of economics 
and his supreme emphasis upon consumption as the basis of social 
change. He was simply seeking a foundation in psychology to explain 
the transformation of traditional traits under the pressure of economic 
forces. 

The psychologist, or philosopher using social psychology, could 
make an interesting comparative study of Patten’s successive employ- 
ment of various psychological and philosophical ideas in his books, from 
utilitarianism, through hedonism and idealism to the modern concepts 
of behaviourism, and psycho-analysis. And there would be a con- 
siderable residuum of Patten’s own ideas, the product of his creative, 
tortuous mind—a new physiology and biology, scarcely comprehen- 
sible. Yet he kept ever moving on, priding himself that his thought 
never remained this year where it had been last year. And for all the 
appearance of inconsistency and lack of system of a philosopher build- 
ing upon his dead selves, the golden thread binding his diverse and 
sometimes diffuse thought was his continued emphasis upon the pre- 
eminence of economic facts and tendencies, and upon their functional 
relation to human progress. 

“In practice every one fails,” he writes, “who tries to study social 
and moral problems before the effects of economic pressure on natural 
traits have been ascertained”; and he points to the failure of Compte 
and the sociologists “to erect historical proofs into valid generalizations 
of universal propositions.” In the Reconstruction of Economic Theory 
he again distinguishes between the methods of the economist and the 
sociologist, decidedly to the advantage of the former. 

Even in Dr. Patten’s endeavors in literature—his unpublished drama, 
the Advent Hymns, and the novel Mud Hollow, published just before 
his death—he was motivated, unfortunately for the artistic value of 
those works, by his economic insistence. Mud Hollow, of which happily 
but half is novel, summarizes in stimulating fashion Dr. Patten’s ma- 
ture thought. He studies the surviving American type, the “homed” 
people of the western towns and farms, the comfortable class numerous 
enough to form public opinion and “make the stone on which evolution 
rests.” 

Simon Patten, economist, speaks as clearly at seventy, at the end of 
his long career, as at the beginning; “An economic society 1s ahead. 
This means that productive power—not culture—will have the first 
place, and that efficiency will reign without dispute. We shall then 
have an economic democracy which must be sharply’ contrasted with 
political democracy. Instead of numerical decision, dominance will be 
the result of a mass judgment in which classes participate not accord- 
ing to their number but according to their economic power 
The grind of conformity must precede the rise of democracy.” 
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999 {ssociation 
sees democracy, n f equality, but as a hierarchy of 
talent and incom idership based upon intellect and in- 
spiration, and rising n prosperity. Woman, as always 
with Dr. Patten. w nt and thorough-going feminist, is — 
to win a high pla tal freedom which economic inde- get 
pendence: makes po eads | 
But Dr. Patter experience that “human nature men 1 
is Vaguer, more emot er of the rock attributes, than was 
thought.” His on nour Asian heredity there are forces = 
which under the st \merican situation will break the hich 
trammels of our E “Progress demands discontent as task. 
well as surplus, 1 e with old restraints, a shift in and po 
emotion in additio rn plows and harvesters.” Sur- When 
Many, 
gates. 


Dr. Patten lik f as a pragmatist in thought and he 
action. He m: ind measures truth by its effects. of its 
The economic inte f history, which is concerned with con- and tl 
sequences, not cau a unique instance of the worth of i 

rem 


plus must turn i nture, upset tradition, and create 
variation. 


pragmatic method ynduct and progress are social and 
economic. To ust vital classifications that fill his 
intelle 


books, the econom rity, cooperation, and peace ; the 
whate 


physical: efficiency, ity ; the emotional: service, public 


spirit, and missio1 h,”’ Patten writes, “is not only 5 


workable, it makes ind he followed his precept if ever task ¢ 


man did, working e1 t y at his writing, but in service for his 
students and frien t auses and institutions, like the 
Wharton School a: School at Pennsylvania, with which 
he was connected. 

“Professor Willia leclares, “is a philosopher moving 
towards economics nomist on the road to philosophy.” 
The economic and sm of Patten, capable of objective 
quantitative proof, significant than the radical personal 
empiricism of Jam d but possessed the splendid literary 
gift of James, his i \merican thinking might well have 
been revolutionary I ttable from the scientific point of view 
that Dr. Patten was s« to develop his remarkable creative in- 
sights in quantitative 1 t rh he encouraged and stimulated sta- 
tistical research, a1 nger for truth lives potently in many 
of his students. 

Dr. Patten’s last | hed words may serve as his challenge and his 
farewell. He writes f Mud Hollow: 


Evolution is not ad ri transformations, a shifting from 
one base to another , tion is such a shift. Each master mind 
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who points the way from one base to another. The real makers of 

-olution are not the dreamers, but those who create a new order to r¢ place 
the chaos into which their fellows have fallen. The growth of new physical 
traits, the pressure of invention, and the fruit of adventure make old institu 
tions untenable. Their replacement makes a step in evolution. Such ste ps 
ire associated with Moses, Luther, Cromwell, Lincoln, and Bismarck. Each 

,ds his comrades through a wilderness, into a land of promist These 

en make history However we judge their mistakes and failures, they 

ich helped to establish a new order, which, moving mankind upward, 
brought a new equilibrium. 

We have broken with our past and pushed on into a depression out of 
which there is no beaten path. To find an exit is evolution’s next great 
task. People and situations have importance only as measuring change 
and pointing to this new equilibrium. We are in a period of progress... .. 
When the clouds break we shall be in a new Paradise but not in Eden. 
Many, many paradises must be sought and gained before Eden reopens her 


gates. 

The coming American generation may yet seek in Dr. Patten one 
of its prophets and leaders to a promised land. ‘Time sifts all values, 
and the future may recognize the most stimulating and optimistic 
thinker of his day. But we have not understood or acclaimed him; and 
t remains to be seen whether his vital thought can break the bonds of 
i literary style often barren, halting, and confused, and whether his 


intellectual genius can triumph over the limitations of words. Yet, 
whatever the future holds, Dr. Patten, in his fine modesty, would gladly 
give the lead to others. But he would claim for economics the high 
task of human guidance and prophecy. 
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